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PREFACE 


This book is intended for the use of B, A. students (both Pass and 
Honours) of Indian Universities, It endeavours to deal with the 
intricate problems of Indian Economies in a lucid manner. Efforts 
have been made to cover the University Syllabus within a small 
compass and to avoid unnecessary details which have been the cause 
of much confusion among students. The different views on disputed 
problems have been placed side by side in order to give the students an 
opportunity of forming their independent opinions. To enhance the 
usefulness of this book, University Questions of the last twenty years 
have been given at the end of each chapter, and sections containing the 
answers have been referred to. The author earnestly believes that a 
careful study of this small book will enable the students to tackle any 
question that may be set at the examination. 

The author acknowledges his indebtedness to the eminent authors 
of all tb© standard books on the subject, which he has freely consulted 
in writing these pages. 


Beliachandi, 
4th March , 1929 . j 
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PREFACE TO THE SECOND EDITION 

The demand for the second edition has given the author an 
opportunity of revising the book thoroughly and adding new matters 
’with a view to making it an exhaustive treatise on Indian Economics, 
The old arrangement has been retained as far as practicable. The 
ocmpUoatod problems of Currency and Exchange have been discussed 
in a move luoid manner. The edition contains up-to-date information 
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on the subject and the old statistics have been replaced by new figures. 
The reports of recent Committees and Commissions have been 
summarised in the Appendix; The University questions for the last 
twenty-three years have been given at the end of each chapter, and 
sections dealing with them have been referred to. 


Beliachandi* 1 

November, 1932. J 


Author 


PREFACE TO THE THIRD EDITION 

The popularity of this treatise in the student community has 
given the author another opportunity of incorporating new matters 
and revising old matters as thoroughly as possible* The author has 
rocorded carefully all important changes in the economic conditions 
of India, and has critically dealt with the Ottawa Agreement, the 
Linking of the Rupee with the Sterling, the Gold Exports and many 
other current topics -with which the students of Indian Economies 
should be familiar. The old order has been retained, but in some 
chapters matters have been re-arranged and discussed more fully in a 
lucid style. The edition contains the latest information on the subject 
and the students will find in it answers to all possible questions that 
may be set in the examination paper. 

The author acknowledges his indebtedness to all eminent authors, 
including Professors G, B, Jathar and S, G, Beri, whose comprehensive 
treatise on the subject he has freely consulted in revising this First 
Course of Indian Economics. 

Beliachandi, 1 


21th 1931. 4 


Author 
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PREFACE TO THE FOURTH EDITION 


The warm reception which the third edition of this "First Course of 
Indian Economics" has been favoured with, has given me Impetus to 
make it up-to-date. In revising the book I have spared no pains to 
incorporate therein all important changes in the economic position of 
India, including the reconstitution of the Imperial Bank of India, the 
Reserve Bank of India, the linking of the rupee with sterling due to 
abandonment of gold standard in England and in India, the changes in 
our fiscal arrangements and tradal relations due to Ottawa Agreement 
and Indo-Japanese Trade Agreement and similar other changes which 
vitally concern India- An attempt has been made to familiarise 
students with the latest development in the system of Indian Finance 
and the re-distribution of sources of revenue on the basis of Sir Otto 
Niemeyer’s report which will come into being with the inauguration of 
provincial autonomy on the 1st day of April, 1937. The old order 1ms 
been retained, and University Questions and their Answers upto the 
year 1936 have been added and referred to, to meet the requirements 
of the students. 


Beliachandi, 
1st Jan it 193?, 


Author 


PREFACE TO THE FIFTH EDITION 

The cordial welcome which the previous editions of the book have 
received has necessitated a revision of it with reference to recent 
achievements and latest statistical figures* This edition embodies all 
the material changes in the sphere of Indian Finance and in the 
commercial relations of India with Great Britain and other countries 
of the world. Considerable addition has been made in the Chapters 
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on Banking and Currency* Old order has been retained as far as 
practicable ; the University questions up to the year 1939 have been 
added at the end of each chapter, and sections containing the answers 
have been referred to. 


Beliachaedi, : 
3rd May , 1939 , ) 


Author 


PREFACE TO THE SIXTH EDITION 

The call for the Sixth Edition of this “First Course of Indian 
Economics 35 has given the author another opportunity of incorporating 
many new* matters in almost every chapter. The book has been 
practically re-written and contains up-to-date information on the 
subject. The latest achievements in the domain of Currency and 
Finance have been carefully and systematically noted. 


7/2 C, Old Ballygunge 2nd Lane, 1 
Calcutta 

June, 1941 * j 


Author 
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A FIRST COURSE OF 

INDIAN ECONOMICS 


-•ate.®**- 

Introduction 


CHAPTER I 

THE ECONOMIC SCIENCE AND ITS SCOPE 

Sec. 1. What is Indian Economics. 

There is a good deal of confusion with regard to the 
exact significance of the expression "Indian Economies", 
Sometimes it has been used in the sense of a body of 
doctrines laid down in ancient works like Arthasastra, 
Varta, etc* Again, it is used to mean a body of rules that 
have evolved out of conditions of Indian life. Sir Theodore 
Morrison wrote in his Industrial Organisation of an Indian 
Province', thus—‘‘when we approach the study of economic 
phenomena of India we most bear in mind that we are 
about to deal with a type of industrial organization which 
is not the type tacitly assumed in most text books upon 
abstract Economics ” Thus Theodore Morrison is of 
opinion that laws of Economics as enunciated by the 
western writers cannot be applied to Indian condition ; a 
separate body of rules should be deduced from the facte of 
Indian life. This body of rules constitutes, according to 
hie opinion, what is known as Indian Economics* Mr.. 
M* G. Ranado holds the same view. Lastly, it has been 
nsed to mean application of the rules of Economic Science 
to the Indian condition and the ascertainment of their 
modifications and limitations* This is the proper sense in 
which the term "Indian Economics 1 ' is often used at the 
present time* The popularity of this sense is due to the 
fact that in course of time the conditions of economic life 
of India have become in a great measure similar to those of 
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the western world and in consequence, the economic laws 
deduced from the facts of western life ean be applied to 
Indian conditions with some qualifications and limitations. 
M A study of the facts of Indian Economic life” says Prof. 
Bri) Narain cannot be expected to reveal the existence of 
entirely new laws governing the production, exchange, 
distribution or consumption of wealth.” 

Sec, 2, The Indian School of Economics : why should 
there be a separate School* 

The Classical School of Economics ignored the part 
that nationality played in the economic life of a nation and 
opined that economic doctrines were universally applicable. 
Thus according to this school the economic laws of Great 
Britain would equally hold good in India and if this 
opinion is accepted there cannot possibly be any room for a 
separate school such as the Indian School of Economics. 
True it is that there are some economic doctrines such as 
mobility of labour and capital which can claim universality 
but there are others which will vary according to peculiar 
customs, laws and institutions of a country. 

The Indian School of Economics has been the resultant 
of continuous protest against the policy of economic 
imperialism adopted by the rulers of India. India being 
a dependency of Great Britain, its interests have been 
sacrificed to those of Great Britain. This fact has led 
many educated and patriotic Indians to study the economic 
condition of India and to suggest schemes %vhieh are really 
suited to the material conditions of the people of India. 
Prof. Y. G. Kale writes thus’—**The distinctive feature 
of the Indian school of thought is its intensely patriotic 
conception of the country’s requirements in the sphere of 
material progress and the characteristically national inter¬ 
pretation of the facts of Indian life.” 

Sec* 3, Importance of the Study of Indian Economic*. 

The importance of the study of Indian Economics will 
he evident if we consider the important subjects dealt with 
in this science. It comprises a discussion of subjects like 
trade and industry, the fiscal arrangements of the govern¬ 
ment, the system of currency and such other problems 
which are vitally connected with the material progress of 
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the ECONOMIC SCIENCE AND its SCOPE 

SnomiJ lle K It,diaaS Sh0Uitl tftke a keen Wrest in studying 
SSK. ond P r °P° se schemes which wiU 

wudenf 1 i eil \ eCOn °“ lc It is not always 

tho« 1 t0 . leave such lm important subject to the care of 
are n2 authorities because, as experience shows, they 
_re prompted much more by the desire of benefiting their 

STthTiSSL 11 f °° St ° f India tban by an earnes ^ d-iw 

of l ° U - r 2™ ? OUDtry - A « ain > «»■ government 

very hijcv specially the government of India which is 

Wee SJ«phe« i-e—with the maintenance of 
and f ° rd f 1 caDDok be expected to devote much time 

*l e . fiy * or tbe economic development of India. Under 

the^ke en ^ umst;aa ? es India bas no chance of succeeding in 

unlss tb P0 , IVe X T D0W going f “d iQ this world 
Eomic *n e hf° p e al f S f dueated enough to understand eco- 
thereof ° f ?" C t 0Untry and attempt a solution 

offii vf -u £ystemafclc study of economic phenomena 
Which ^ a WlU l Ur6ly eDable US t0 ove rcome the obstacles 

make the ^ cf T* 7 ° f ° ur economic salvation and to 
6 the most profitable use of our vast natural resources. 

Sec. 4. The Scope of Indian Econo mi cs. 

that Th nf S fh Pe Q f ■ India ? - Economics is not different from 
subjects that C ‘!, nCe ° f Economi cs. It deals with all those 
We know th^* fh SC c SSe m a f b00k on general Economics, 
into faST-iJS r 6 S< : ienC ^ 0f Eeon0caics bas been divided 
tributinn P or ^ nt parts—Consumption, Production, Dis- 
eaonot do a* 1 * 1 Excbanee - A treatise on Indian Economics 

££%*' av L W1 ? & " y °l theS6 four to P' os> In order 
nn>11 ‘ l / nay be ab-oomprehensive it must deal with the 

dard ‘ n ?, way measurea the stan- 

discussinn Jf m k ? Ind ]ans. It cannot omit an elaborate 
the economl 1 t W T 0 ° f I ? dlan Production which shows 
ignore h? -° dev ? lopment of the country. Again, it cannot 
o^ohanae V^ portance ° f the problem of distribution and 
depend 8 !! b ftuee , on tho Proper solution of those questions 

gj j S g g °* 7°°>» a. 

an aJw e 0n ; Ttlls P 0111 * lias been very nicely nut hv 

SSl^Sr ! h f ,ubie ' u “ 

offloient Population is not of mere size but of 

nt production and equitable distribution.” 

The Indian Economics also gives us an idea of the people 
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of India with their peculiar institutions such as Caste 
system and Joint family system and points out the part 
that these institutions play upon their economic life. It 
gives an account of the physical features of India and 
their influence on the character of the people* It tells us 
how far the economic principles of the civilized countries 
are applicable to India and suggests methods which would 
improve Indian organisation* 

Sec. 5. The Slow Growth of Indian Economics. 

Though on account of the presence of ancient treatises 
like Kautilya s Arthasastra we cannot be so dogmatic as 
to assert that the Science of Economies was unknown to 
India before the Christian era yet it is certain that the 
development of the Science was postponed till the advent 
of the English and the establishment of British rule in 
India* Very many causes have been responsible for this 
slow growth of Indian Economies* It will be convenient 
to divide these causes into two groups—the first group 
containing those causes that operated in ancient India 
and the second one comprising those that still exert their 
influence* 

One of the most important of the earlier causes is the 
spiritualistic temperament of the people of ancient India* 
“Plain-living and high-thinking" was the ideal and in conse¬ 
quence, the economic problems could not become so very 
prominent in those days. The second important cause 
was that the pressure of population on land was less in 
those days* People could cultivate as much land as they 
wished and the law T of Diminishing Return did not play an 
important part* 

Besides the above two important 'causes which were 
responsible for the slow growth of the science in ancient 
India there are obstacles which stand in the way of its* 
development at the present time, 

(i) One such obstacle is the illiteracy of the people 
which makes it impossible for them to understand economic 
problems and to attempt solution thereof* 

(ii) Another important obstacle is the want of statistical 
figures which may help us in studying the economic condi¬ 
tions of India* 
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liiP The third obstacle consists in the form of Govern* ,...i 
merit which scarcely and reluctantly allows the people to of tU^Govt!* 
take part in political and economic administration of the 
country. 

(iv) Another difficulty lies in the complexity of Indian 
problems—a complexity which is due to the fact that India ^ Com ’ 
is now in a state of transition. The introduction of western Indian ° f 
methods of production is causing rapid changes in the problems, 
economic life of the people but this change has not been 
uniform in every part of this country. 

(v) The next obstacle is the want of systematic study 

uf economic phenomena w hich helps the growth of indi- (v) Want of 
Tidual opinion. The people are often influenced by the systematic 
opinion of the party to which they belong and do not care 
-even to learn how far its opinion is valid. Again, the 
patriotic bias of Indian scholars has concealed the true state 
of things and thus hampered the systematic growth of this 
■science. The Indian Universities are also blamed for not 
including, until recently, the study of Indian Economics in 
their curriculum. 

(vi) Lastly, the policy of Laissez Faire which the 
Government and the Anglo-Indians adopted in the earlier / vi j 
stages of British rule without consulting the public opinion policy of the 
hampered considerably the progress of the Science and w T as Government, 
responsible for the enormous loss which India sustained in 

those days. 


Queteions and Answers 

Q- 1, Wliat is ths sense in which, the expression 11 Indian Economics 11 is 
generally used by the people ? 

Ana. See —Sec. 1. 

Q. E* Why is it necessary that Indians should take a keen interest in the 
’Htudy of Indian Economics ? 

A toe. See— Sec. 3, 

Qh 3, Describe briefly the scope of Science* 

Ana. 5tfe-~~8ec* 4, 

Q* 4* Account for the slow growth of Indian Economics* 

Ana* See —Seo. 5. 
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NATURAL ENVIRONMENT 

Sec* 1, Physical feature of India. 

The physical features of India, as of every other country, 
play a very important part in its economic development. 
They determine the character of its population and mould 
the destiny of its inhabitants* 

Its area :—India is abou 1,808,679 square miles in area 
with a population of 352,837,778* It is, in size, fifteen 
times as large as the United Kingdom and is equal to the 
whole of Europe except Russia* The whole of this area is 
not under British administration* The part that is under 
British rule comprises an area of about 1,094,300 square 
miles* 

Its boundaries :—India is protected on all sides by 
natural barriers. The existence of the Himalayas on tho 
north protects it from Chinese invasion* On the east 
there is Assam and Burma and on the west there exist 
the Hindukush, Suleiman and the desert Plateau. There 
are sea boundaries of about equal length—the Bay of 
Bengal on the east and the Arabian sea on the west* It 
possesses land frontiers stretching over a distance of 6000 
miles and has an extensive coast line of about 5000 miles 
in length* 

Sec. 2. Its Trade Facilities. 

India is most favourably situated for purposes of trade. 
Situated as it is at the centre of the eastern Hemisphere 
and at the head of the Indian ocean it is connected by trade 
with almost all the industrial countries of the world* But 
India is not in a position to reap all the benefits of a- 
favourable situation on account of the absence of a large 
number of ports and harbours on the coast line* The 
southern coast has few harbours to accommodate big vessels, 
the eastern coast is surfbound and the western coast is 
mostly unbroken and is associated with violent monsoon 
winds* Again, what ports and harbours there are they are 
not easy of defence* Another important fact to be noticed 
in this connection is that there are only four important 
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openings into the land viz.— (l) the gulf of Martaban, 

Ul the gulf of Manar, (3) the gulf of Cutch and (4) the gulf 
of Cambay. 

The ports which play an important part in facilitating 
India s trade with foreign countries are seven in number* 

They are located in Calcutta, Madras, Bombay, Karachi, t S 1 0V , cn i ^ 0F ~ 
Rangoon, Chittagong and Vizagapatam* One new port * n P ° r S * 

Cochin has been in constant and regular use by all 
ships and passenger services since 1030* In 1840 the 
total value of the sea-borne trade was about £20,000,000, 
m 1900-01 it was nearly £152,000,000* In 1932-33 the 
total sea-borne trade was Rs* 344 6 crores. The sea-borne 
trade is assuming importance gradually and at least six- 
sevenths of this trade is confined to the seven ports men¬ 
tioned above. The sea-board of India also helps greatly the 
exchange of commodities between the coast districts of the 
country* Again, there are several rivers which penetrate 
the different parts of this country and with the help of 
boats and steamers afford some facilities of transport. 

Considerable trade is carried on through land-routes and 
mountain passes. Attempts are being mad© to improve / the 
land routes to foreign countries. The Russian Railway 
lines can be conveniently linked up with the Indian Railway 
system by way of Afghanistan* Again, the development of 
the Baghdad Railway, the Anatolian Railway system, the 
Trans-Persian and the Trans-Caspian Railway and the com¬ 
pletion of a broad-gauge line through the Khyber Pass to ^ , r , 

the Landikhana will surely contribute to the growth of Railways 
India's foreign trade by land* The importance of roads facilitate 
and railways in the sphere of the internal trade of India trade* 
can never be exaggerated. The condition of these roads 
precarious in ancient India* With the establishment 

British rule in India great progress was made towards 
remedying the evil by the construction of metalled roads 
*ind railway lines, 

8ec» 8, It is a Continent. 


Sir John Strachey lias described India as a continent, 
his is because it contains men of various nationalities, 
peaking different languages, with varieties of customs and 
faith. The people of this country may be grouped 
ainly under seven races and the religions they profess 
y be classified under ten broad heads. But in spite of 
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A FIRST COURSE OF INDIAN ECONOMICS 

the divergences, India may be regarded as a country that 
is inhabited by people of a single nationality. Prof. V, G. 
Kale remarks, The India with which we have to deal as 
an economic unit is a sub-continent being hammered into 
a nation and is therefore a subject of study of unique 
interest. With the North-west Frontier Province on one 
side and Burma on another it is like a federation of peoples 
whose natural and artificial boundaries are being levelled 
down by the unifying process of modern civilization and 
of one common law and government, M The Hindus and 
the Muhamedans, for instance, although they belong to 
different communities having conflicting interests in almost 
every sphere of life, enjoy, as citizens of a state, the same 
political rights and are subject to the same political obli¬ 
gations. 

Sec* 4. The Natural Divisions. 

Geographically speaking the whole of India has been 
naturally divided into four well-marked parts each of which 
has distinctive physical characteristics and economic impor¬ 
tance. The four divisions may bo described as follows— 

(1) The Mountain Begion of the North, 

(2) The Indo-Gangetic Plains, 

(3) The Deccan Plateau. 

(4) Burma. 

(I) The Mountain-Begion of the North 

The Himalayas run to the south-east of the region. 
It is well-known for its variety of climate and it is said 
that one will experience as many variations in temperature 
as can be found by him while he passes from the equator 
to the pole. 

The economic importance of this mountain range cannot 
be exaggerated, (a) It serves as a natural barrier and 
protects India from Chinese invasion, (W It helps 
agriculture by obstructing the clouds that bear moisture 
and thereby causing some portion of them to come down 
as rains. { c ) Some part of the moisture that becomes 
frozen into snow serves as a source from which the rivers 
can draw water, (d) The waterpower furnished by the 
mountain streams can be utilised in generating electricity 
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^luch is a great help to the neighbouring milt-industry. 

U) The variety of climate in different parts of it has 
facilitated the growth of agricultural products of various The forest 
kinds and is particularly suitable for certain plantations, parts arrest 
such as tea. (/) The forests that have grown on it arrest SiMS:, 
large quantity of water during the rainy season and thereby during the 
sup pH the streams with water during the dry season, rainy reason, 
w The cold climate of this region attracts men of position 
specially during summer when it is impossible to live in the 
other parts of India* (/*) The scenery of the Himalayas is 
pleasant and has been highly spoken of by European 
tourists. 


Besides the Himalayas, there are other mountains to There are 
the south-west of this region. There are several passes several pas- 
across these mountain ranges. These passes, of which the S P S across 
Ehaiber, the Gumal, and the Bolan are well-known, serve JrJ' mou ^ 
as routes through which India's foreign trade with Afgha- m 
nistan is carried on. 


(2) The Indo-Gangetic Plain 

The plain is bounded by the Himalayas on the north, 
the Bay of Bengal on the east, the Vindhyas on the 
«outh, and the Hindukush on the west* The economic 
importance of this part of the continental India is due to 
the existence of three great rivers—(i) the Ganges, (it) the 
Indus and (in) the Brahmaputra. 

%i (*) The Ganges—This river has been described as one of 
the greatest waterways in this world, ,J It is as important 
to India as the Thames is to England. Before the intro¬ 
duction of Bailways it was almost the sole channel of 
traffic between upper India and the sea-board. It serves 
the purpose of irrigation and fertilises the soil by the 
deposit of silt that it carries with it. It is for these mnnb 
fold advantages conferred by the Ganges that a sort of 
religious sanctity has been attached to it. 

(it) The Indus- This river, which flowing through 
Tibet and Kashmir, enters into the Panoh&nada, cannot be 
favourably compared with the Ganges so far as'the economic 
importance is concerned ; yet its importance for agri¬ 
cultural development cannot be ignored. It facilitates the 
growth of many principal crops such as rice, jute, wheat, 
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barley and sugar etc., by the creation of alluvial plains 
which extend over a number of provinces, 

(Hi) The Brahmaputra —This river is very important 
for the facilities that it affords for steamer traffic between 
Assam and Bengal. It becomes an Indian River when it 
crosses the mountain in the north-east Assam. 

The above rivers are useful in this sense that they 
remove in a great measure the difficulty of irrigation and 
add to the fertility of the soil. They have also done away 
with that economic isolation which hampers material 
progress ; hut the defects inherent in them can never be 
ignored. They have been destroyers of land which lies 
adjacent to their banks. They change their course cons¬ 
tantly with the result that their banks can scarcely develop 
as trade centres. They seldom allow big steamers to ply in 
them without any risk. 

The favourable situation and climate of this plain, the 
fertility of its soil and the immense facility which its flat 
relief offers for the construction of roads and railways have 
oone a great way in making the plain the seat for ancient 
Aryan civilization and in adding to its economic 
prosperity* 

(3) The Deccan Plateau 


The Deccan Plateau is triangular in shape having for 
its base the Vindhya ranges, and for its apes the Cape 
Commorin ; and the two other sides are represented by 
the Eastern and the Western Ghats. It covers the whole of 
Peninsular India. There are several rivers which pass 
through this area ; but as most of them depend upon 
rainfall for the supply of water they become almost dry 
during the summer. Thus these rivers cannot be profit¬ 
ably used for the purposes of navigation. The general 
slope of the table land determines the courses of the 
rivers. The slope being generally from west to east, the 

great rivers like Mahanadi, Kaveri and several others flow 

into the Bay of Bengal. 

Products —The Deccan is famous for its rich forest, 
cinchona trees and the cocoanut palms. The table land 
is suitable for the growth of sugarcane, tobacco, oilseeds, 
and several other crops. Rice is produced m the Madras 
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coast but the most important product is cotton* The 
warm damp hill-sides in the south are favourable for the 
growth of tea and coffee plants* Moreover* the Plateau 
is rich io mineral products, the most important of which 
are coal, iron, gold and mica* 

The Deccan suffers greatly from one difficulty* The 
rainfall is very uncertain in this part of India and in conse¬ 
quence, it is frequently visited by terrible famines. 


(4) Burma 


Burma is generally a mountaneous country* It has been 
politically separated first, because it is completely separated Why Burma 
from the sub-continent of India by seas and mountains, requires 
and secondly, because it is inhabited by people whose ^&tmcnt 
religion and manners differ fundamentally from those of the 
people of the main land* 


This area does not suffer from drought* The rainfall is na tural 
certain and the rivers do not become dry during the summer condition is 
season* These are the reasons why rice grows plentifully favourable 
in this part of India* Besides rice* there grow other 
products as well, e.g *, cotton, tobacco and sugarcane* turaUsrops. 

Burma is well-known fox’ its mineral x-esources. 

Petroleum can be had on the bank of the Irrawadi which is 
the principal river in Burma* There are also important 
mines of rubbies. 

Sec* 5, Indian Monsoons and the Rainfall. 

India is mainly an agricultural country and her pros¬ 
perity is intimately connected with the development of imporfcanc& 
her agricultural industries ; but these industries cannot of rainfall 
flourish if there is no adequate supply of water* Water thoslf^ru 
which is necessary for this purpose can be supplied in two where^frri- 
different ways—(a) by irrigation and (6) by rainfall. The gation is not 
foi’mer method cannot be taken recoui^se to in every part possible* 
of India because the lands are not always suitable for the 
purpose of irrigation. India, therefore, has to depend for its 
water-supply mainly upon rainfall. 

The rainfall in India is largely influenced by the mom Cause of 
soona* The monsoons are nothing but the periodic winds rainfall, 
that oarry the water-laden clouds* There are two such 
currents, the south-west monsoon and the north-east mon- monsoon 
soon. The scientific reason that can be attributed to the currents—tho 
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origin of the two currents is that moist air always replaces 
the hot air. Just in the beginning of summer season the 
land warms up more than the sea. The result of this 
natural phenomenon is that moist air from the sea comes 
and replaces the hot and dry air above the earth. This 
moisture then is formed into clouds and is carried north¬ 
ward by a wind which comes from the south. As this wind 
comes from the ocean it is laden with moisture. This is the 
south-west monsoon which lasts from June to September. 
The direction of the wind is not everywhere the same. 
Its direction is south-w-est over the Deccan, south over the 
Ganges delta and south-east up the Ganges valley. This 
leads to the division of the current into three separate 
currents—(i) the Bombay current, (ii) the Bengal current, 
(iii) the Burma current. 

The Bombay" current first comes into collision with the 
Ghats and is responsible for the heavy shower of rain there, 
but going further up to Sind, R&jputana and the Punjab it 
yields little or no rain. 

The Bengal current gives heavy downpours to Bengal, 
Bihar and Assam till at last it is arrested by the Himalayas. 
The Burma current passes all over Burma and is the cause 
of heavy shower in that province. 

The south-west monsoon is highly important inasmuch 
as it accounts for nearly 90 par cent, of the total rainfall* 

The other current is known as the north-east monsoon. 
It is the south-west monsoon in retreat and flows from 
the land towards the sea. The course of the wind is 
attributed to the fact that during the winter season the 
land becomes much cooler than the seas and as such the 
cold and moist air above earth rushes towards and replaces 
the hot air on the sea. This current is the cause of wintry 
rains in Madras and the Punjab. 

The rainfall is not however uniform all over the country. 
In Bengal, Assam, Burma, and the western coast strips the 
rainfall is certain and abundant, There are also areas of 
precarious rainfall. These include Bombay, Deccan, Uday- 
pur and Ajmeer. Again, there are areas such as Sind, the 
Western Rajputana and Western Punjab which suffer from 
drought. 
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Sec. 5{a). The failure of Monsoons and its Economic 
consequences. 

The failure of monsoons means failure of rainfall. The 
Indian agriculture can prosper only when there is an Ecoilomic 
adequate and timely supply of rain water. Therefore, the ^ th?figure 
want of rain water brings about a failure of crops and of Monsoons, 
precipitates the occurrence of famine. The prosperity of 
the Government is also intimately connected with the 
prosperity of agriculture. The failure of crops thus entails 
a loss of Government revenue, from the various sources— 
land, customs, stamp, excise—while its expenditure in 
connection with famine relief increases. The price of agri¬ 
cultural crops increases and the stock of agricultural produce 
is too insufficient for external trade. The result is that the 
export trade of the country decreases and leads to an 
unfavourable balance of trade which, again, creates difficul¬ 
ties in the matter of foreign exchange, and of payment of 
Home charges. 

The purchasing capacity of people falls with the fall 
in agricultural income and the manufacturers whose cost of 
production increases on account of shortage in the supply of 
raw materials fail to find a good market for their products. 

An all-round trade-depression sets in and the receipts of the 
railways fall heavily on account of reduction of traffic. 

Like the failure of rains, the excess of rains and irregular 
and untimely supply of rains affect the fortune of people of 
India, The distribution of rainfall has an important bear¬ 
ing on the density of population. The areas of abundant 
and regular rainfall are found to be more densely populated 
and contain self-sufficient villages. An abundant rainfall 
also helps the easy solution of economic problems and 
makes people lazy and ease-loving while insufficient and 
irregular rainfall makes them fatalist, 

6* The Influence of Climate, 

The climatic condition of India like that of any other 
country plays a very important part in moulding human Tiie 
character. In India we find a great diversity of climatic con* w,!l nmt £ OQ 
dition. The whole of Peninsular India lies within the tropic, meter? C * 

The Indo-Gangetio plaiae has extremes of temperature both 
m summer and winter. Broadly speaking we have got in the 
whole of India except in the hilly distriota the extremely 
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Its effect on 
production. 


Varieties of 
Indian cli- 
mate and 
their effect 
on produc¬ 
tion* 


Different 
kinds of 
Indian soils* 


hot cl i mat a in the summer* The people who live in warmer 
regions generally become less energetic and more shortlived 
than those who live in cooler regions* A warmer climate 
again is associated with high birth-rate which often brings 
misery in some form or other. The people become less 
enterprising and the spirit of invention is almost absent* 
Again, in a tropical climate nature helps man in securing the 
necessaries of life with comparatively little effort ; and this 
natural advantage which goes to make people lazy has, as 
the European critics tell us * retarded the growth of economic 
progress in India. We cannot however fully support this 
view. Prof. Carr-Saunders has disputed the validity of the 
view of the European critics and asserts that the greatest 
abundance in the quantity and quality of useful objects is 
associated with the greatest chance of their usefulness being 
observed and highest per capita return from any improve¬ 
ment in skill. 

The production of a country depends greatly upon 
climatic conditions. It has its effect both on the producti¬ 
vity of human beings as well as on that of the soiL People 
who live in warm climate cannot work hard for a long 
period of time and their inferior physique accounts for their 
industrial backwardness. 

Again, the products of the soil are largely influenced 
by the climate* In India the climate is not everywhere the 
same* The climate of the Punjab differs considerably from 
that of Bengal and Lower Burma* The former is suitable 
for the growth of wheat and the latter for rice* The 
production of other crops has likewise been governed by the 
climatic influences. 

Sec* 7, The Characteristic features of Indian soils, 

India's fortune depends greatly upon agriculture and the 
prosperity of this Industry is intimately connected with the 
character of the soil, Indian soil when compared with that 
of any other country will be found to be comparatively dry, 
and require an adequate supply of water for the purpose of 
cultivation. 

Indian soil does not contain the same properties every¬ 
where ; soils may be mainly classified under four different 
heads, viz. (0 the alluvial tracts, (ii) the trap soils of the 
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eccan, (m) crystallme soils, and (iv) the laterite soils, 
e alluvial soil is to be fouud in Bengal, Assam, the 
united Provinces, the Punjab, Gujrat, Bajputaua, Sind, in W. Alluvial 
some parts of .Madras, and in the eastern and western coasts solls 
strips of the Peninsula. The kind of soil is rich in chemical 
properties and we find in it the following ingredients— 

Phosphoric acid, potash, lime, and magnesia. This quality 
of soil is suitable for the growth of Kharif and Rabi crops. 

The trap soils are to be found in the Deccan, Hyderabad, 

Pombay, and the western portion of the Central Provinces. <*') Tra P 
they are also present in the river valley of Madras and soils ‘ 
Bombay. When found in the lowlands they are fertile 
and help the production of cotton, wheat, pulses and millet. 

In the Deccan this type of soil is called the black cotton 
soil because its colour is dark and is suited to the growth 
of cotton. 


. ^-* le crystalline soils which are also known as the red 
soils are to be found in Madras, Mysore, Central Provinces, Cl 7 stl1 - 
Orissa, southern part of Bengal and south-eastern part of me S0I,S ' 
■Bombay. The laterite soils extend through the Eastern 
Bengal into Assam and Burma. These soils do not always 
contain the same chemical properties and are deficient in 
nitrates and phosphoric acids. When they occur in the 
ow-lands they are fertile and yield various kinds of crops, 
the most important being rice, 

Sec, 8* The source of Power* 


, The industrial progress of India as of all other coun¬ 
ties is more or less dependent upon the sources of 
powers* Id India power may be derived from coal* wood- 
oil, alcohol, wind and water. The Indian coal cannot 
compare favourably with foreign coal, and sometimes 
absence of coat mines near the industrial centres, and 
ueavy freight charges go to enhance the cost of motive 
power. In Bombay, this difficulty resulting from the 
scarcity of goad has been overcome by the use of hydro¬ 
electric power and the import of South African coal. 

The wood-fuel which may be used for generating 
f tom fche forests. These forests are generally 
® hilly tracts and the cost of bringing 

u to the industrial centres is considerable. Again, the 
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for reduction 
of cost of 
charcoal. 


Uncertainty 
of the sup¬ 
ply of oil. 


Possibility of 
Hydro-elec¬ 
tric power. 


Different 

schemes. 


existing forests of India cannot afford to meet the heavy 
demand for charcoal for industrial purposes. With a view 
to reducing the cost of charcoal the Industrial Commission 
suggested the production of certain by-products like methyl, 
alcohol, wood, tar etc., and emphasized greatly the ad van- 
tages of wood-distillation as a method of obtaining charcoal., 

The oils may help greatly in the matter of generation: 
of power but the future supply of oil from the oil fields is 
uncertain in view of the rapid exploitation of Burma fields. 
The efficiency of alcohol is still doubtful and requires 
careful experimentation. 

The water power has an immense prospect for develop¬ 
ment. It has been successfully used by many industrial 
concerns. The Industrial Commission emphasized in its. 
report the possibility of hydro-electric power and in recent 
times many hydro-electric installations have been set up. 
The first installation of this kind was set up on the* 
Cauvery river at Sivasatnudram with a view to supplying 
power to the Kolar gold fields. Similar works were estab¬ 
lished on the river Jhelum. There are several hydro¬ 
electric schemes which deserve mention in this connection^ 
These schemes are known as Tata hydro-electric schemes. 
The first of these works was started in the neighbourhood 
of Lonava in 1915, The two other schemes are the Andhra- 
Valley scheme and the Nila-Mula schemes. Another scheme 
of importance is under contemplation in the huge valley 
of the Koyna river. All these schemes are intended to 
supply Bombay with cheap power for industrial purposes. 
In the Punjab there is an important scheme known as the 
Mandi scheme which when completed is expected to provide 
many industrial concerns with cheap power. The Pykara* 
hydroelectric scheme and the Mettur hydro-electric schemes 
will, when developed, remove the long-felt want of powers 
in Madras. The Papanasan scheme has recently obtained 
the approval of the Madras Government and is expected to 
operate in 1941. The hydrographic survey of India shows 
great possibilities of the development of hydro-electric power 
and it has been estimated that the rivers which flow 
eastwards from the Indus and many other rivers in other 
parts of the world may provide the neighbouring industries 
with cheap power. 


natural environment 

oiated 6 Jth d ?t’ ele ' tri0 , system can conveniently be asso- 
, . . ^ ,th tllB irrigation projects as the water user! in 
vmg the turbines can be easily distributed in the fields 

°h' e “i'S S“ aK -. T '“, "„ 

he mL ll T° P r e ° f h ^ t0 - ele ctrie scheme is that 
ne ramfall in India cannot be made to be continues 

_gain, the rivers in India cannot afford to supply sufficient 

at £* throughout the year and considerable expense has 

ope™tion C nfth iV t0r i“ 8 i UP Wat6r f0r the successful 
operation of the hydro-electric schemes. 

Sec. 9, Seasons in India. 

_ c Althculg t h ^ be calender year has been divided into six 
seasons each, lasting for two months we may for practical 
PWrposaa divide the .hole y„, fate thirty *3£d 

spa 80118 ’ are ’ ^ winter, (ii) the hot dry 

«M«on and (m) the rainy season. The winter which 

north 5 tbe montb of December is accompanied with 
northemly trade winds and lasts for two or three months 
he dry season sets in during the month of March and 
ontmues till the beginning of the rains. During this 

m2 nZ 6 ,S f r ? 6ady in the temperature and in 
certain parts of India e.g., Deccan, Sind, Rajputaua the 

aat is aometimos unbearable. This season is followed by the 

amy season which is under the control of the south-west 

monsoon and is accompanied with heavy showers of rain. 

Sec. 10. Natural environment how far congenial to 
economic progress. b 

PlenW nf n0t * b0 d , 0aied that India htta been favoured with 
bZ IZt nat rt ura . 1 1 r t e T rc63 but the environment has not 
thA V . ? 0niaUo human endeavour. The climate of 

susta^nBfl 1S Seae i ally Warm aDd is not conducive to any 
eustamed human effort. Again, in a vast country like 

dim variations in temperature. These 

l!ldia t t O iT 0OI1 ^ a9t ? Whi0h an) P^oularly strong in Northern 
° la tell seriously upon the health and strength of people, 

produSL r wb ° l0SOm6 cIimate whioh the 

phenorn<m ty U- , lutllau ft S eBts there are other natural 

SSTVSi Ir Btacd , in t] } & wa y of India's economic 
drv tL f° k8 in mm6raI P^perties and is extremely 

S. 

oown m torrents with the result that the fertile 
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portion of the soil which is confined to a, few inches of the 
crust is washed away by the heavy flow of water. 

Inferior qua- SU I > P^_ of minerals is not sufficient to meet the 

lity of the requirement of this vast continent and their quality cannot 

minerals. favourably compare with the quality of minerals in western 

counting. 


Fewness of 
ports and 
heavy cost 
of transport. 


The fewness of ports and harbours and want of big 
navigable rivers play no mean part in affecting the economic 
progress of India. The artificial facilities of communica¬ 
tions have to be created by the construction of roads and 
railways and heavy cost incurred for the purpose enters 
into the prices of commodities as they are conveyed from 
one part of the country to another. 


Questions and Answers. 


Q. 1. Describe the physical features of India, 
economic development of the country ? 

Abb, See — Sec. 1, 


What part do they play on the 


ycuipportfhi ^ement d f C " bed b ' “ mSamt a «-*«■* How ™ 

Ans, Seq, 3, ■ • 


U a i91§! Ve an 3CC0Unt ot the eco ^omic geography of the Mo-Gangetio plains. 
Ana- See— Sec. 4(2). 

Ans Sec—Sec ^ ® CChaomi ^ importance of the Himalayas, 


eo far Lyl bi inYfa^f I® £° ^ si,lgle 8 rou P of weather phenomena which is 
reacJaiu e m its effect ag the Indian monsoons”. Discuss the statement with 

efe An8 0e ^Sre—SeceV^a* 3 ° f tb9 failuce of lnons «»u in India. (C. U. 1927) 


Q. 6. Describe the effects of monsoons on Indian agriculture 
Ape, S^^ahove. 


(a v . im ) 


Q. 

country. 

A ns. 


What influence dees Indian climate exert on the economic progress of the 
See —Sec, 6. 


Q. 8. What do you mean by the monsoons in India 7 Describe the various 
economic consequences which follow from their failure* 

Ana, See —Sec, 5. ■ 


Q+ 9+ Give an account of the different kinds of soil to be found in India 
Ans. See —Sec. 7, 

Q. 19. Write a short note on :— 

Sources of power and their utilisation in India. (C. U. 1933) 

Ana. See— Sec; 6, ' h 



CHAPTER III 

PRODUCTS OF INDIA 


Sec. 1. Principal Crops. 


5&6 


o 


India being mainly an agricultural country, a treatise 
on Indian Economics should, in its chapter on production, 

^ nof . ac ® ounfc of the important kinds of agricultural 
products raised on India's soil. 




(*) Bice, 

It IS one of the staple crops in Lidia. It is consumed 
by a larger percentage of the Indian population and a failure „ Where 
of this crop brings scarcity or famine. It is chiefly culti- fiIW “* 

5 ■, ^ sogal, Bihar, Orissa, Assam, Burma, Madras ft thrives 
and the coast district of Bombay. This crop cannot thrive mosti “ 
except m areas whore rainfall is certain or constant or “T- of 

StSf-** arrangement has been made for making up StaSS. 
deficiency of rain water, 

Bengal comes first in the production of this crop. Then 
orae Assam and Burma whose contribution to production, 
a far aa the export of the crop is concerned, is consh 

; , Morfl than 0E0 thi ^ (about 35%) of the total 
cultivated area is under rice. In Bengal about 75 per cent, 

tne total cultivated area produces rice, - Generally there 
e wo harvests in Bengal, The aush crop which is reaped 

Ihii c . on9umed h y the poorer section of the people, 
the importance of this crop during the time of famine 

, denlod : tEice lhtensivBly cultivated in 
Sft while the cultivation in Burma is extensive, 

4 

T V0 i° f B ^ rma : whioh is now politically separated 
nn I Q ^ lan Empire the total area under this crop was 

lS? qft re8 r y “f diD , g aa mUoh fta 37 million tons in the 

everu 3, " 38 ‘fnu laaS06Xporta . a Jarge 9 Uftnti ty of rioe 
TTkj* , 10 demand for rice oomes chiefly from the 

united Kingdom, Germany, Netherlands, Java and China. 

An ® foreign market for Indian rice has in recant times 
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witnessed the keen competition of Japan, French Indo-Ghina 
and Siam. The export trad© in rice is suffering greatly 
on that account. In 1936-37 the quantity exported was 
1466,000 tons as compared with 2326,000 tons in 1929-30 ; 
and but for the preference enjoyed by Indian rice in Great 
Britain the export would have declined further. The 
import of rice has increased in recent times, Japan and 
Siam and Indo-China are exporting a large quantity of rice 
to India with a view to capturing the homo market for rice. 
This is high time for the Government to raise tariff barriers 
against this foreign competition, Asa result of the imposi¬ 
tion of a protective duty of annas twelve on broken rice 
uptii March, 1938 the imports of rice declined substan- 
tially. In recent times the price of rice lias fallen appre¬ 
ciably and the poor peasants whose fortune depends on 
the condition of the rice trade are suffering greatly on 
that account. To improve the export trade in rice better 
quality of rice must be produced, Burma has already taken 
steps for the cultivation of improved types of paddy. Three 
Burma rice exhibits secured prizes at the World Grain 
Conference and Exhibition held in Regina, The Emmata T 
improved variety has already established itself in London 
Market, Several research stations have been set up by the 
Imperial Council of Agricultural Research and the Empire 
Marketing Board for a comprehensive botanical survey of 
the rices and genetical survey of the rice soil. 

We have stated above that rice is the principal food 
crop of India ; but this is not the only utility that we 
derive from rice* It has other uses as well. The foreign 
countries that import this crop from India use it mainly 
for the preparation of starch as well as for brewing wine. 
Again, the husks are used as fuel, 

(*i) Wheat , 

Next in importance among the food crops is wheat. It 
grows best in those provinces where the climate is cold 
and the rainfall is moderate e , g„ the Punjab, the 
United Provinces, Berar, Bombay and Orissa, The 
areas under this crop are increasing year by year. It 
now occupies, on an average about 10 per cent, of the 
■ total cultivated area yielding an annual return of 
, about 9i million tons, The expansion of wheat cultivation 
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<na 1,8 attributed to several eauees of which the follow™ 

SSE-STlPf"?-? ^ »' <-»»S 

the British nils, (2) extension of irrigation ( 3 ) favour 
able seasons (4, introduction of Puslia wheat, Punjab 8A 
which are of superior quality, (5) arrangement for wheat 

Wid™ t u° ntribUte t0 /f fe St0riDg Whea ‘ bas a 

aer maiket than nee, and hence its price in India is 

gcu'erned by that prevailing in other countries. In 1938-39 
the total export was 340,000 tons. 

of Slmnf ° afc ?5 1CUl , ty - in connection with the production 

" J/ 1 ? h ° lr ! f ° r , IOr qUallty of tlle cr °P an(1 conse- 

quent lower price which it fetches. The export of wheat 

l as already declined and India is gradually becoming an 

o & ° f Th9 D0t » f wheat amounted 

Ault, P “.'“a 934 ' 35 ’ Wheat i3 chief, y imported from 

th « W11C ' can T nftge t0 8011 h at 11 I >rice ^wer than 

the puce prevai mg ,n India, An import duty had to be 

losod and this led to a decline in import from 18,300 

tons in 1933-4 to 100 tons in 1936-7. Attempts are now 

ng made by the Agricultural Department for improving 

!«££?*?£ ° L thl ? crop * Th0 ‘luality of the grain has been 
1 roved by the introduction of Pusa 12 variety. Substan- 

a! 1 hi^? l r e ®° nt 'l th ° l )ositio11 <* "‘mat trade can be 
.... ! y diving e fleet to the following recommendations 

India 6 . nou *' Ura, l Marketing Adviser to the Government of 

„ m 1 . 9yatematio arrangement for ferro concrete khattis 
•'agar' lnB8 Trade Association at Muzaflfur- 

(h) standardisation of weights and ineusuros. 

M uniform system of price quotation, 

„ i- rogulation ol intermediaries who now usurp large 
1 urbioDH uf the cultivator 4 ** profit* 

(<0 better f&oilitien lor oleenUnesu in the market w here 
wheat it* gathered for Male, 


Cause of the 
expausiou of 
wheat trade. 


India 
produce* 
wheat of 
inferior 
quality, 


(i<i) Sugarcane 

Tills plant i« important inasmuch as sugar which is 
i won nary for everyday consumption, it mainly made out 
1 i». There are other ways of producing sugar as (or 
‘>**iuplii, f ro m the bastard date and the palmyra palma. 
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The sugarcane is chiefly grown in the United Provinces, 
in Bengal and in the Punjab, The contribution of the 
United Provinces is the highest. The yield per acre cannot 
however be favourably compared with that of Cuba, Japan, 
Hawaii, 

Though the Government tried its best to revive India’s 
sugar trade by the imposition of countervailing duties 
in 1903 yet it became impossible for India to stand the 
competition of Mauritius and Java, 

The chief obstacles that stand in the way of the sugar 
industry may be summarised thus :—India’s cultivation 
of this plant is scattered over small holdings isolated from 
one another. (2) The Indian peasants do not possess that 
amount of capital which is necessary for large-scale pro¬ 
duction, (3) The cultivators are inefficient and have no 
know’ledge of the scientific method of production. (4) The 
plants of India are of inferior quality and the yield per acre 
is almost one-fourth of that of Java, Various schemes of 
research are being promoted by the Imperial Council of 
Agricultural Kesearch, the Imperial cane-breeding station 
at Coimbatore, and the Imperial Institute of Sugar Tech¬ 
nology at Cawmpore, These institutions have already 
introduced improved varieties of sugarcane and the quanti¬ 
tive production per acre has increased substantially. In 
1938-89 the total area under sugarcane was 3,108,000 acres 
and about 75 per cent of this area was under Improved 
variety. In explaining this satisfactory result we cannot 
ignore the effect of protection afforded by the Sugar 
Industry Protection Act of 1932 and it is certain that but 
for the imposition of excise duty by the Act of 1934 greater 
achievements would have beeu possible. Efforts are being 
made to stabilize cane cultivation by passing the sugarcane 
Act of 1934 which authorises the local Government to fix 
minimum prices for sugarcane sold to factories and to 
make rules regarding weighments and licensing of cane 
contractors. 

(it?) Other food crops , 

There are various other kinds of food crops which enter 
into the dietary of the people of India, Those include 
millets, pulses, barley. The millets—jower, ragi and bajra— 
are .grown in Hyderabad, Bombay, Madras, Central 
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Provinces and the United Provinces, They constitute the 
staple food crops for the masses and valuable fodder for the 
cattle. In 1937-38 the millet s occupied 49 million acres, 
In Bombay and Madras special attention is being paid to 
drought—resistant strains of jower and bajra in connection 
with the scheme of experiments financed by the Imperial 
Council of Agricultural Research* Pulses are consumed 
by the Indians in large quantities. They are chiefly grown 
in Bengal, Bombay, the Punjab and the United Provinces. 
Barley is another food crop the demand for which is consi¬ 
derable in India. It grows chiefly in the United Provinces 
and Bihar. Spices of various kinds are grown chiefly in 
the extreme south of India* Pepper and ginger are culti¬ 
vated in Malabar ; cloves, chillies and cardamon grow best 
in Madras* There are also various kinds of fruits and 
vegetables the areas under which are being gradually 
extended with the extension of market for these commo¬ 
dities* 

(r) Jute * 

The production of this commercial crop was almost a 
monopoly of Bengal but in recent times considerable quanti¬ 
ties of this crop are produced in Assam, Bihar, Orissa and 
the United Provinces* This crop grows best in deep soil 
of fairly fine texture where a rainfall of over 40 inches can 
be ensured* 

The area under this crop increased abnormally in 1914 
when more than 3 million acres of land yielded an output 
of I0J million bales of 400 lbs* each but later on, there was 
a considerable reduction in the area under this crop. In 
1935-36 the area under jute was 1'9 million acres yielding 
only 6'4 million bales, In 1939, the area under this crop was 
3,118,700 acres yielding about 9,64^3,000 bales. The industry 
has been suffering greatly on account of over-production 
and the consequent fall in price* A vigorous campaign 
has already set in with a view to reducing the production 
of Jute* 

This crop is important so far as the export trade of 
India is concerned* A largo quantity of jute is exported 
every year to the United Kingdom, Germany, the United 
States, Japan, Belgium and Prance. Besides raw jute, 
manufactured jute finds a wide market in foreign countries* 


Spices are 

various 

kinds. 


Its produc¬ 
tion is a 
monopoly of 
Bengal. 


Tbo present 
position* 


Countries 
that import 
jute from 
India* 



24 


A FIRST COURSE OF INDIAN ECONOMICS 


Causes of 
degression. 


With the increase of the British trade in grains, specially 
of vvheat, grew up the demand for gunny bags and this 
has given an impetus to the jute cultivation. The foreign 
demand for Indian jute increased so much that almost 80 
per cent, of the product was exported out of the country. 
In 1938-39 the export of raw and manufactured jute 
amounted to 1647,000 tons in quantity and Rs. 3966 lakhs 
in value. The imposition of jute export duty is expected 
to have an adverse effect on the volume of export. 

At present this industry is passing through depression 
of serious nature. The causes of this depression may bo 
summarised thus :— 

(i) over-production of jute, (ii) increased adoption 
of bulk handling and substitution of jute by paper and 
cotton, (iii) wide gap between the price of raw jute and 
price of jute manufacture, (iv) want of an organised 
market, (v) unscientific methods of production, 
(vi) careless and inaccurate forecast causing violent fluc¬ 
tuation and speculation. 

A Central Jute Committee has recently been established 
to consider the steps that may be taken to improve the 
position of jute growers and traders. The Agricultural 
Research Laboratories and the Technological Research 
Laboratories have been set up at Dacca and Tallygunge 
respectively to assist the Committee in its research work. 


The black 
soil of the 
Deccan is 
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to the 
growth of 
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(w) Cotton. 

Cotton is the most important of all textile crops in 
India. It is chiefly cultivated in Bombay, Berar, Central 
Provinces, Hyderabad, Burma and Bind, The black soil of 
the Deccan is favourable to the growth of this crop, 

India stands third in tho production of this crop. Its 
productive capacity, so far as this crop is concerned, vanes 
from 60 to 200 lbs, per acre while Hgypt produces as 
much as 360 lbs, and the U. S- A, as much as 200 lbs. per 
acre. In 1938-39 the total area under cotton in India 
was 23'6 million acres producing 5*1 million bales of cotton, 

India produces varieties of cotton ; some of these take 
at least eight months to ripen while others ripen in five 
months. 
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Indian cotton is inferior in quality. Tills inferiority Inferior 
has been due to the following causes :—First, inferior nuality of 
cotton is much more extensively cultivated than the In ^ ian 
superior one because the former can and the latter cannot its 
withstand drought. Its 

Secondly, there is no great demand for long-staple cotton 
in Indian market which is accustomed to use short-staple 
cotton. Thirdly, the imperfect method of selecting seeds 

has been in a measure responsible for the inferior quality of 
the crop. 

India exports as much as 30% of the total output of this 
£rop ; but an increase in the demand for indigenous cotton J'' K P ort °f 
has, in recent times, the effect of decreasing the amount of cofctoifhas 
the export. In 1938-39 the export of cotton amounted to decreased in 
^703000 bales out of which Japan alone took as much as recent times. 
1211000 bales, The export of cotton to Japan is regulated 
by the Indo-Japanese trade agreement, Lancashire's 
purchase of Indian cotton has been stimulated by the Lanca¬ 
shire Indian Cotton Committee and by the Mody-Lees 
agreement. At present the average annual consumption of 
indigenous cotton by Indian mills is near about 2*6 million 
bales of 400 lba. each, „ 

The Government of India which has rendered some 
services in connection with the improvement of Indian 
agriculture appreciates greatly the importance of cotton 
industry in India. As early as 1919 the Government 
appointed a committee known as the Indian Cotton 
Committee which submitted its report recommending 
the formation of Central Cotton Committee which would S e “ traI r 
concentrate its energy to check with the help of the legis- n^tt^and 1 " 
la-ture the various abuses of adulteration and suggest its factious, 
schemes for improvement. At the instance of this com¬ 
mittee the research work is being carried on by scholars 
^nd improved varieties of cotton have been introduced in 
different parts of India. Cambodia cotton has been intro¬ 
duced in Madras, and American cotton has been introduced 
in Bombay, the Punjab* and the United Provinces. These 
varieties of cotton can, as the recent experiments tell us, be 
need profitably for spinning yarns of higher counts, On 
the suggestion of this committee the Provincial Govern¬ 
ments have passed a number of acts with a view to 
^hooking adulteration and promoting better marketing. 
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Various other research schemes are being promoted by the 
Committee whose activities in this connection are financed 
out of the proceeds of small cess (2 as.) levied upon per 

bale of cotton used in the Indian, mills and exported 
from India* 
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(vii) SUL 

The manufacture of silk was at first unknown to India* 
In ancient dramas and religious books silk has been des¬ 
cribed as ckinangmka. This shows that it was at first, 
imported to India from China. It is said that in Mysore' 
which produces nearly two-thirds of the total output of 
Indian silk, the manufacture of silk was introduced by Tipu 
Sultan who managed to import the seeds from China, 

Besides Mysore, there are certain other districts which 
are important for the production of silk, e.g. t (1) Murshi- 
dabad, M&lda, Raj shah i, and Birbhum districts in Bengal* 
(S) K ash mere, (3) Dehra Dun and Pratabgarh in the 
United Provinces, (4) Bihar, Orissa, (5) the Central 
Provinces, and (6) the Punjab. 

The silk industry is a very important industry- The 
East India Company, when they established their trade 
marts in Bengal, tried their best to revive the industry. 
They established several factories and thereby gave the 
cultivators opportunity to come there with their cocoons. 
They purchased the services of Italian reelers who 
would give the factory hands instructions regarding 
the Italian system of reeling. Thus they helped the revival 
of silk industry, and Bengal silk succeeded in capturing the 
European market ; India has practically lost her export 
market and is found to import annually Rs. 12 lakhs worth 
of silk from Italy, China, the United Kingdom, Japan and 
Switzerland. * 

The industry is now in a decadent condition. The 
chief causes of decline of this industry are :—(l) the 
defective character of the silk-worm and the diseases with 
which they are afflicted, (2) unscientific system of rearing 
silk-worm and of hand-reeling and hand-weaving, (3) the 
increasing demand for artificial silk imported from Italy, 
United Kingdom, Japan and China. To protect this, 
industry from foreign competition the Indian Tariff (Textile 
Protection) Act of 1934 has imposed protective duties on 
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the import of silk yarn anti manufactures. Entry of arti¬ 
ficial silk yarn has also been restricted by the imposition 
of a duty of 25% ad valorem along with a minimum specific 
duty of 3 annas per lb* The Government of India has 
also established the Imperial Sericultural Committee which 
by way of encouragement sanctioned a grant of Rs* 93,000 
to the silk growing provinces. The Government of Bengal 
has started two Sericultural schools for training students 
in the sericulture. The industry cannot regain its position 
unless the people of the country are ready to show prefer¬ 
ence for Indian silk goods* 

(iu£i) Rubber, 

Rubber is chiefly grown in Madras, Coorg, Travancoro, 

Cochin, Mysore and Burma, In 1935-36 the yield of rubber 
was 4'3 million lbs. India's contribution to the world's 
demand for rubber is not very great. India exports raw 
rubber but has to import a huge quantity of manufactured j^^ber 
rubber every year. In 1936-37 the value of the import of 
this manufactured rubber was Rs. 21 crores while the 
value of the export of raw rubber was about Rs, 1 04 crores 
only. The production of rubber has been restricted by the 
International Rubber Restriction Scheme* The Indian 
Rubber Control Act of 1939 has taken away the restriction 
and plantation is now permitted* 

(i%) Oil-seeds. 

Various kinds of oil-seeds are grown on Indian soil* 

These include sesamum, rape, mustard, castor and cotton 
seed and groundnut* Of these the cruciferous oil seeds 
(rape, mustard, eto P ) occupied in 1937-38 an area of about 
7 million acres and yielded an approximate return of 
1,021,000 tons of which about 34,432 tons were exported. 

The area under groundnut is gradually increasing. In Oil-see a. 
1937*38 groundnut covered an area of 87 million acres 
yielding about 8‘4 million tons of which 619,370 tons were 
exported. Groundnut is grown as a rotation crop for 
cotton and juar to maintain fertility of soil* Linseed 
which grows chiefly in the Central Provinces, the United 
Provinces, Bihar and Orissa has come into prominence as a 
result of the Ottawa preference* In 1937-36 Great Britain 
and the British Empire imported 226,533 tons from India* 

Oil derived from these seeds is used generally for edible 
purpose and the oil-cakes are used as manure and for cattle 
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food. In recent tiroes India finds many rivals in the 
foreign market. China, South America and West Africa 
are now found to compete with India in the oil market and 
the -result is that the Indian exporters cannot command a 
favourable price for their goods. 

Sec* 2, Drugs and Beverages. 

(») Opium. 

The production of opium is of great importance inasmuch 
as the Government derives a large amount of revenue from 
k The poppy out of which opium is manufactured grows 
both in British India and in some native states. 

The principal tracts -where opium is cultivated are 

(1) Bihar and some districts in the United Provinces, 

(2) Indore, Gwallior, Bhopal and some other native states.. 

The manufacture of the opium in British India is a 
monopoly of the State. It can be produced only under 
license from some authorised officers of the State. A 
factory has been established at Gazipur where crude opium 
is turned into opium that is sold in the market, The 
export of opium and with it the total output have been 
reduced considerably on account of the agreement made by 
the Government of India with the. Chinese Government for 
the suppression of opium traffic with China. The export 
of opium to the United Kingdom is. restricted to medicinal 
purposes. The export to any other non-Asiatic country 
is strictly prohibited. Opium is now exported to Burma, 
Zanzibar, Pemba and Aden and dependencies. In 1938*39 
the total value of the export of opium was Bs. 1000 as 
compared with Bs. IV2 lakhs in 1932-33. This compulsory 
reduction in the export of opium has resulted in a decline in 
the production of this commodity* The internal consump¬ 
tion of opium has also fallen substantially on account of 
the legislative measures undertaken by the Provincial 
governments for prohibiting or restricting the consumption 
of opium. In 1937-38 the total area under cultivation of 
Benares opium came down to 6,564 acres as compared with 
27,228 acres in 1932-33. 

(m) Tea , 

It is admitted by all that the tea plant was indigenous in 
Assam but the experiment in this industry first began with 
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seeds imported from China* It is only when the Govern- 
ment proved that the Assam plant could freely compete 
with the Chinese product that the cultivation of the 
former was encouraged and the Indian tea industry was 
established* 

The important tea producing areas are Darjeeling and 
Jaipaiguri in Bengal, the Nilgiris in Madras, Dehra, Dun 
m the United Provinces, Kangra Valley in the Punjab, 
Assam, the Choto Nagpur district, Travaneore and Cochin! 
Of these Bengal and Assam contribute as much as 80% of 
the total output. The net out-turn in 1938 was near about 
453 million lbs, and the total area under cultivation was 
883,000 acres. This industry gives employment to more 
than 877,000 persons. The labourers are chiefly drawn 
from Bihar and Orissa and the United Provinces. The 
■ , ers were precarious under the 

indentured system. To remove their grievances certain 
protective legislations were passed. The labouress are now 
in a favourable position and their contracts are governed 
by the Act of 1920. 

formerly this industry was almost exclusively managed 
and financed by Agency firms established in Calcutta but in 
recent times Indian capitalists and enterprisers are taking 
increasing interest in the development of this industry. 

!^he Indians are increasing their consumption of tea but 
their demand for tea does not cover even 10 per cent of the 
total output ; the rest is exported to foreign countries where 
the demand is gradually increasing* In 1938-39 the export 
was 350 million lbs, valued at Rs. S3 42 crorea. Of this total 
export the United Kingdom alone took 305 million lbs. 
during the year. The home consumption is also increasing 
because of the activities of the Indian Tea Association to 
which go the proceeds of a small cess (formerly 12 annas, 
oow Rs. 1-6-0 per 100 lbs,} levied since 1903, The recent 
slump in the industry is due partly to over-production and 
partly to the competition of Java and Sumatra. To secure 
a fair price for tea a scheme of restriction of production and 
hmitafcion of export has been adopted with success. 
The export quota is being fixed for every year. The India 
Tea Control Act has been passed to regulate the production 
and the marketing of tea. 
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iii-a) Coffee. 

This industry which was introduced in India two cen¬ 
turies ago is now in a decadent'state. The internal con* 
sumption has fallen because tea has taken the place of 
coffee. Its place in the foreign market has been usurped 
by cheap coffee exported from Kenya and Brazil, India 
also is found to import cheap coffee from Java, Ceylon and 
Burma, Indian coffee is exported principally to the United 
Kingdom, Norway and Prance. In 1938-39 the total export 
amounted to 185,000 ewts. 

Coffee is chiefly grown in Madras, Goorg and Mysore, 
The total acreage has diminished substantially ; in 1937-38 
the area under coffee was 182,000 acres. An attempt is being 
made to revive this industry. In 1935 Coffee Cess Bill was 
passed which imposed a duty of (formerly 8 annas per cwt. 
and since June, 1938 Be. 1 per cwt.) The proceeds of this 
duty are mainly spent for propaganda work with a view to 
increasing foreign demand for Indian coffee, 

(in) Indigo, 

This is one of the ancient industries of India and its 
history is as old as the beginning of the Christian era. The 
East India Company did a great deal in encouraging this 
industry. At first the above Company had a monopoly so 
far as the indigo trade was concerned but this monopolistic 
power was taken away in 1789 : since then this trade was 
mainly financed by the Europeans who had certain advant¬ 
ages over the native traders. This industry flourished till the 
introduction of German synthetic indigo which captured the 
world market on account of its cheapness. The production 
of Indian indigo was in 1914-15 reduced to 25,200 cwt, as 
compared with 168,673 cwt. in 1896-97, At present the total 
output is near about 1,000 cwt, valued at Es. 2'45 lakhs and 
the total area under indigo is 62,800 acres, A large portion 
of this output is exported to the United Kingdom, Japan, 
Egypt and Greece, Efforts are now being made to improve 
the method of production. Mr. and Mbs. Howard have 
suggested several methods whereby the German competition 
can be withstood. Researches are now being carried on at 
the Research Institute by the Indigo Research Chemist to 
the Government of India. In 1918 a cess was levied on 
the export of indigo with a view, to promoting, scientific 
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luunlv^f 0n t j ntJi{3J -. J The P rcsont ™r has by stopping the 
pply of synthetic indigo increased tho demand for this 

natural indigo of India. This- is high time for hastenin' 

s^WHo° Ve, I ? f th ‘ S v lndU5try by means of better botanical 
mating ****** buslness ^“isation and methods of 

(itO Tobacco* 

„ . general belief is that this very important plant was 
unknown to India till Columbus discovered it along with 
the country in which it was grown in abundance. It is the 
-Portuguese traders who introduced this thing into India. 

j la bas not taken time to appreciate the utility of this 
Plant and has managed to extend its cultivation so as to 
occupy the premier position among world producers of 
obacco. Tobacco is now mainly cultivated in Eastern and 
Northern Bengal, Bihar, Madras, Bombay, the United Pro- 
'mces and Lower Burma, The area under this crop in 1936- 
/ was estimated at 1,497,000 acres with an outturn of 1375 
milhon tons the value of which is about 18 crores of rupees. 

- lft Pences a large quantity of raw tobacco, 
go is still in her infancy so far as the manufacture of 
obacco is concerned. Excepting Madras where the manu¬ 
facture of this important article has attained considerable 
mportance, no other province has taken the initiative 
notwithstanding the fact that there is a great field for it. 

be result has been a great increase in the importation of 
manufactured tobacco. The Swadeshi movement in India 
rjf Gently changed the attitude of the Indians and people 
no used to smoke cigarettes imported from foreign country 
are found to be satisfied with the indigenous cigarette (biri), 
i * l ? 1 ttie reason why the importation of this article has 
itmnished greatly. Efforts are now being made by the 
Research Institute to improve the quality of 
he^tobacco in all possible ways. The production in India 
b3 ?£bt flue-cured tobacco suitable for cigarette-making 
uas increased particularly in the country district of Madras, 
J-ne India Leaf Tobacco Development Company has en¬ 
couraged the growth of Virginia tobacco in Madras, United 
1 r< ? v ^ oca9 Mysore. Again, heavier duties have been 
iavied upon foreign tobacco with a view to encourage the 
cultivation and consumption of Indian fcobacoo. 

The export of raw tobaooo to the United Kingdom has 
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been increased by the introduction of preferential tariff 
scheme* In 1938-39 the total export of unmanufactured 
tobacco amounted to about 36 million lbs. costing Es, 109 
lakhs. Besides this 410,000 lbs of cigarettes valued at 
Es, 5 lakhs were exported* the principal customer being 
Ceylon. In 1937 legislation was made for the grading and 
marketing of certain agricultural produce including tobacco. 
Such gradation will go to extend the market for Indian 
tobacco. The export on the basis of Agmark grades has been 
on the increase. 

(u) Cinchona* 

The peasantry of India has little or no concern in the 
cultivation of cinchona. The industry was introduced into 
India under the auspices of the British Government and is 
the monopoly of the Government. It is an important 
industry because it helps the production of quinine which 
is an efficacious medicine for malaria and other diseases* 
India, however, cannot meet her demands for quinine out 
of the total amount of quinine produced here. The import 
of this article is gradually increasing while there is a decline 
in the export of cinchona bark. The recent years have wit¬ 
nessed a contraction of cinchona bark. In 1933-34 the 
receipts from the sales of cinchona products amounted to 
Es. 2,88,862. Cinchona is chiefly grown in the Nilgiri hills 
and in Darjeeling, 

Sec. 3. Principal Minerals. 

The importance of minerals in the economic development 
of a country can never be exaggerated, but all minerals are 
not equally important. There are some minerals such as 
coal, iron, petroleum which contribute most to the economic 
prosperity. India is not poor so far as the deposits of these 
three kinds of minerals are concerned. 

Though rich in mineral wealth India has still to bear the 
burden of heavy import of foreign minerals. This evil result 
has been mainly due to the want of metallurgical industries 
in India and the chief hindrance to the development of such 
industries in India has been found out to be want of coal 
and iron ores existing in the vicinity of each other. Attempts, 
however, are being made to develop the metallurgical 
industries with a view to making India self-sufficient so far 
as her requirements in this direction are concerned. 
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l.ic" ll* LiVtf a t-fui >urvey vl (he principal niin^rnU 
L ' 4E&fid» first both iti order uI iciijiortaiictf uud 

uiUlG)'. Mo^l important ^'i all oonl district-4 are -Hum a m 
lithnr &L*j K&tu£unj m Ih'h^aJ, They together contribute 
o**r about £3 of the total output m India. The other 
import uis coal-field* are those of Giridhi t 1 hi 11 iingun J in 
Btbar, those at Singaritu in Hyderabad. those at Molmpnni 
ttirori in the Central Province* and those at Mukum 
m Aisaiu and m the Jhefum district in the Punjab. 


In 193s India pro-]need about 2S‘;i million tons of coal 
and 11 a total value was R^ r 7 9 croros. The Indian Kail ways 
us ^ almost exclusively Indian coale. But tho whole of 
India's demands for coal is not iritis tied by the supply that 
corner from her mines and large quantity of foreign coal is 
being imported every year to meet the demand that remains 
unsatisfied. This import of foreign coal has been stimulated 
Partly by its superiority and partly by its cheapness and 
regular supply. In 1938*39 the total import of foreign coal 
and coke was valued at Rs. 805 lakhs as compared with 
62 lakhs in 1927. At the same time the export of coal 
bas fallen from Rs. 76 lakhs to Bs. 20‘4 lakhs in 1936-37. 
The decline in the import is due to the increase in the pro¬ 
duction of superior coal in India, while the decline in the 
export can be attributed to the competition of Natal and 
Japanese Coal in Ceylon and other principal foreign markets 
of Indian coal. Coal is imported into India from Great 
Britain* South Africa* East Africa, Japan and Australia. 


The present position .—The coal industry of India is at 
Present suffering from great depression. The cost of pro* 
duction has increased very much because the mine*owners 
have been compelled to raise the wages of the labourers, 
however, inefficient they may be. Again* the Mines Act 
and the Boiler Act have imposed upon them the duties of 
making better provision in the matter of sanitation* housing, 
and water-supply. The condition of this Industry has been 
seriously affected by the adoption of dumping policy by 
South Africa. The rise in the freight and irregular supply 
due to shortage of waggons have also their worst effect 
tipon this industry. 

There are two other difficulties that stand in the way 
of India J s success in this industry. First, the Indian coal 
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is Inferior to foreign coal in strength and cannot be econo¬ 
mically used in modern machineries. Secondly, when com¬ 
pared with the mines of other countries Indian mines yield 
the lowest output of coal per head per annum* 

The depression of the coal industry attracted the atten¬ 
tion of the Government and a Committee known as Noyce 
Committee was appointed to enquire into the problem and 
to suggest measures which would augment the export of 
coal from Calcutta to other Indian and foreign ports. The 
Committee was also advised to make recommendations 
regarding the pooling and grading of Indian coal* 

The Committee made enquiries and submitted its report 
recommending (i) the extension of machine working in 
mines, (ii) the introduction of a system of loading coal 
raised direct into the waggons, (iii) granting of a rebate of 
37| per cent* on export of Indian coal, (iv) the creation 
of a Grading Board which would certify as to the quality 
of coal* 

In accordance with the recommendations of the Com¬ 
mittee, the Government made necessary legislation for the 
formation of a Coal Grading Board and it was constituted 
in 1926* The Railways and the Port Commissioners accep¬ 
ted the recommendation of 37i per cent, of rebate and of 
lower river dues (As, 4 per ton}* It shall be noted in this 
connection that in view of the exhaustible stock of good coal 
in India the export of coal from India should not be unduly 
encouraged* 

The coal mining is not based on scientific principle* 
This has resulted in many accidents involving loss of 
men and money* The present system of de-pillaring often 
leads to premature collapses. The coal stock of the country 
also needs conservation. All these points were referred 
to the Coal Mining Committee under the chairmanship of 
Mr* L* C* Burrows. 

The Committee made certain valuable suggestions to the 
Government. The Committee took note of the limited 
stock of superior coal in India and recommended that with 
a view to conserving the coal assets of the country the 
method of sand-stowing which will ensure safe removal of 
pillars should be adopted. The committee also recom¬ 
mended a system of grading seams as a whole in substitution 
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for the present method of grading of sections of seams. It 
also recommended the imposition of a cess of 8 annas per 
ton on coal and 12 annas per ton on hard coke and the 
administration of the proceeds of the cess by a statutory “j"« 

authority for the purpose of defraying the cost of stowing. 1 

In pursuance of this recommendation the Government of 
India passed in 1939 the Coal Mines Safety (Stowage) 

Act which provides for the creation of a Board for 
administration of funds raised by the levy of an excise 
duty of three annas on coal or soft coke and by an equal 
levy of custom duty on imported coal or soft coke. The 
above fund is to be devoted to meet expenses and to grant 

of stowing materials to owners, agents or managers of coal 
mines. 


(i i) Gold, 

Gold is another important metal that India produces, 

India's contribution to the world’s production was 321,137 8 
ounces valued at Rs* 3 04 crores in 1938. The greater part 
of this output comes from the Kolar fields in Mysore ; the 
Nizam's mine at Hutti in Hyderabad comes next in impor¬ 
tance. Small quantities are supplied by the Central G< dd and its 
Provinces, United Provinces and the Punjab. A negligible uses ‘ 
quantity of gold is also raised by dredging operations on 
the Irrawady riven 

This metal is generally used in India for ornamental 
purposes. It can be profitably utilised in coinage as it has 
almost all the characteristics of good money* But unfortu¬ 
nately for India the free coinage of this metal is not allowed 
by the Government. India exports a large quantity of gold 
avery year* In 1938-39 the net export of gold from India 
on private account was valued at Rs* 13 05 orores as 
compared with Rs. 27 85 crores in 1936-37* 

(m) Silver. 

Silver is another important metal that India requires Quantity i& 
large quantity* The demand for this metal is greater too small. * 
than that of gold because it is used both for the purposes 
of making ornaments and coining rupees* But the quantity 
of silver produced in India is too small to meet this 
demand. It ia only available in Upper Burma* It is 
obtained as a by-product of the smelting of the Lead^Zino 
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ores of Bawdin. In 1936 the total production was about 6 
million ounces valued at about Bs. 6 8 millions. In 1936-37 
the net import of silver on private account was valued at 
Bs. 13'59 crores. 

(itO Iron. 

Nature has favoured India with large deposits of valu¬ 
able iron ores but the absence of coal and limestone near 
the iron districts stands in the way of their being worked 
successfully. This difficulty of working the iron ores has 
been greatly felt in Madras where deposits of best iron 
ores have been found. On the other hand the existence of 
coalfields in the Banigunj district has facilitated the work¬ 
ing of the iron ores located there with the result that the 
output of iron is gradually increasing in that district. 
Large deposits of iron are to be found in Singhbhum and 
the Keoujhar, Bonai and Maurbhanj States of Orissa. 
Several newly established Iron Companies such as the *The 
Tata Iron and Steel Works', ‘The Bengal Iron and Steel 
Company"* and others are doing a great deal in developing 
this industry of India ; and it is no exaggeration to say that 
India will in the near future be in a position to meet her 
own demand for iron if the Government comes to her help. 
India is in fact the second largest producer in the British 
Empire and yields place only to the United Kingdom. In 
1930 India produced 2'7 million tons of iron valued at 
Bs. 45 lakhs. This increase in the production of iron has 
led to steady decline of import of iron. India is now ex¬ 
porting steel and iron to foreign countries. Japan is the 
principal consumer of Indian pig iron . 

(v) Lend, Zinc and Copper . 

Lead and Zinc are to be found in abundance in the 
Upper Burma. The deposits of Bawdin are considerable 
and contributed as much as 72,060 tons of lead in 1935. 
The same deposits have been the source of Zine and India 
is found to export considerable quantity of Lead and Zinc 
every year. 

The deposits of Bawdin play an important part in the 
supply of silver which is by-product of the smelting of lead 
and ainc ores and may in future make an important contri¬ 
bution towards production of sulphuric acid out of lead, 
silver and zinc sulphides. 
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Copper is to bo found in Southern India and in Raj- 
putana, The present supply of copper comes mainly from 
the Singhbhum copper belt in Bihar and Orissa. A new Lo PP er - 
plant has been erected at Ghabsila for melting and refining 
copper. In 1938 India produced copper worth Rs. 44 a G2,u8G, 

(vi) Petroleum . 

India's contribution to the world’s supply of petroleum 
is insignificant. It does not, roughly speaking, cover even 
1 per cent of the total production in the world, Petroleum 
is to be found in Assam, Burma and in the Irrawaddy scanty 
valley ; some oil fields also exist in the Punjab and supply of 
Baluchistan but their share in the supply of the article is the mineral, 
very small. There are two oil companies viz,, the Burma 
Oil Company and the Assam Oil Company, In 1937 c on t r ibution 
the total Indian supply was 349"5 million gallons out of 0 f the two 
which Assam and the Punjab together contributed 75‘7 oil com pa- 
million gallons and the rest came from Burma* India is njes * 
practically self-sufficient so far as the supply of petrol is 
concerned* 

(vii) Kerosene oil. 

Kerosene oil plays an important part in the daily life of 
the Indians, In the villages people use this oil in their 
lamp and in towns the poor people who cannot afford to 
bear the expense of electric light have no other alternative j m p 0r t of 
than using it. This oil is supplied by Assam, the Punjab, and Kerosene 
Burma but the total supply cannot meet the total demand 
in India. This is the reason why India has to import a 
large quantity of this oil from the United States, Borneo, 

Persia and Russia, The production of kerosene in India 
and Burma in 1936-37 was 173*8 million gallons. In the 
same year India had to import 62'21 million gallons of 
foreign kerosene valued at Rs, 196 lakhs. The export 
ol this artiole to foreign countries is very insignificant, 

(viii) Manganese. 

India has a largo deposit of Manganese ore but the 
absence of smelting plants has stood in the way of her 
6UC06BS in this industry and led to an export of Manganese p^aotiou 
°re. Large deposits of Manganese ore are to be found in export, 
the Central Provinces, Madras, Bombay, Mysore and in 
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Bihar ; India can profitably us© it io the manufacture of 
steel and in glass-making but unfortunately for India the 
steel industry is still in its infancy and large quantity of 
steel is imported into the country. In recent years the 
production of manganese has declined considerably as a 
result of the fall in its price, Russia and the Gold Coast 
have been principal competitors in the supply of manga* 
nose at exceptionally low price. In 1938 the total produc¬ 
tion amounted to 967,929 tons as compared with 1 million 
tons in 1927, A large number of manganese is exported 
every year. In 1938 the total export of manganese 
amounted to 648,740 tons ; the United Kingdom and 
Japan are the principal importers of Indian manganese, 

(ix) Salt 

Like kerosene, salt is another article which the Indians 
demand every day. It is useful to the rich as well as to 
the poor. The Government of India controls the supply 
of salt ; salt can be produced, either under a license from 
the Government or by Government agency. Of the total 
quantity of salt consumed here in India not more than 
one-third is imported from foreign country. The supply 
of indigenous salt comes partly from the factories located in 
Bombay, Madras, and at the mouth of the Indus, and partly 
from the Kohat Mines in the Punjab, from the Sambhar 
Lake in Rajputana and from the lesser Rann of Outch, In 
modern times there has been a moderate increase in the 
production of salt in India, In 1938 India excluding Burma 
produced 1,539,663 tons of salt while Burma and Eden 
contributed 38,698 tons and 278,047 tons respectively, 
Bengal produced only 267 tons of salt in the same year ; 
the damp climate and fresh water stand in the way of salt 
industry in Bengal and she has to depend upon Liverpool* 
Germany, Aden, Bombay and Madras for the supply of 
salt. In 1938 there was a decline in the inport and the 
value of total import fell from Rs, 6G'6 lakhs to 41 "9 
lakhs. 

The importation of foreign salt and the fluctuation in 
the freight charges have been responsible for constant fluctu¬ 
ation in the price of salt* This unstability of the price of 
salt stands in the way of development of the Indian sources of 
supply and weakens their position, The matter was referred 
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to the Tarift Board and tlie Board recommended, as an 
interim measure, the assumption of control bv the Govern¬ 
ment of India of the import of salt into Bengal and the 
constitution in the near future of a Marketing Board which 
would be in charge of the import and sale of salt in 
Northern India. To strengthen the position of Indian 
sources and to prevent the existing salt works from being 
ousted by foreign competition a temporary additional import 
duty of 4 4 As* per maund on foreign salt was levied by 
the Salt (Additional Import Duty) Act, 193L 

The rate of import duty was however reduced by the 
Act of 1933 and the Act of 1936 to one and a half anna 
per maund and this reduction prejudicially affects the 
interest of this industry* The indigenous salt has to pay an 
excise duty of Its. 1-9-0 per maund with effect from 30th 
September 193L This duty goes to raise the price of salt 
and its incidence falls heavily upon the poor people. 

(.r) Mica . 

Mica is another important mineral which India pos¬ 
sesses* This mineral is chiefly used in electrical industry, Important 
in wireless telegraphy and motor transport and sometimes mineral* 
it is used for aeronautical and ornamental purposes* Some- Ubcs 
times it is a good substitute for glass and various parts of 
machines are made of it* 

The Indian mica is supplied by the mines of Hamribagh, 

Moonghyr and Gaya. It is also to be found in the Malabar 
districts of the Madras Presidency, Travancore. Ajmere 
Merwara and other parts of Rajputana. India exports mica 
to England, America and Germany every year. In 1938-39 
the total export of mica was valued at Rs, 11*4 millions* 

(ai) Saltpetre. 

Saltpetre is to be found in Bihar, United Provinces and 
the Punjab* It is used in the manufacture of glass, explo¬ 
sive and chemical manures* During the Great War the 
Indian saltpetre was demanded in huge quantity for 
munitions and this accounted for the revival of this 
industry for a number of years. Since the cessation of the 
War the industry is suffering from an acute depression and 
the competition of French Potash salt and Chile Nitrate 


Sources of 
production. 


Causes of 
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of supply* 
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has reduced the sale of the Indian saltpetre in foreign 
market. Nevertheless India exports considerable quantities 
of saltpetre every year, the principal customers being the 
United Kingdom and the United States* In 1938-39 the 
total export was valued at Rs* 1G'8 lakhs* 


(•£*"0 Building Slotie$ t Cement and Dime. 

Building stones of the best quality are to be found, in 
the Ymdhya system of rocks. In the ancient structures 
stones of this kind were largely used* Other kinds of 
building stones are to be found in Bombay, Karachi, 
Jubbulporc and in some parts of Central Provinces*. The 
raw materials for Cement—chalk, limestones and clay-—are 
to be found in Kathiawar, United Provinces, and at Katni 
and Lakheri (Bundy State, Rajputana)* The Indian cement 
has a bright future and is improving in quality gradually* 
Lime is produced out of limestone of which India has an 
abundant stock. 

Sec* 4* Forests ; various types of forests. 

The forest area covers about one-tenth of the total area 
of British India : throughout the vast area we find various 
types of forest the nature and character of which varies 
with the climate, topography, soil and rainfall of the differ¬ 
ent parts. The forests may be conveniently classified under 
the following groups :—-(1) Tropical, (2) Southern sub¬ 
tropical and temperate forests, (3) The Northern Sub¬ 
tropical forests, (4) Temperate forests. 

The Tropical forests again may avail of the following 
divisions, 

(ct) Tropical Wei Evergreen Forests :—These are to be 
found in areas of heaviest rainfall, i r e* t in the western parts 
of Bombay, Madras, Georg, Mysore, Cochin and Travancore, 
in the wetter parts of Bengal and the damper parts of the 
coastal strip of Orissa. 

(b) Tropical Semi-evergreen Forests These grow 
extensively in Burma, upper Assam, Nothern and Southern 
Bengal and Orissa, 

(c) Tropical Moist Deciduous Forests :—These are 

widely distributed all over the centre and south of India 
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and extend through Bengal and Assam, Bihar and Orissa. 

The principal trees are teak and sal. 

hf) Tropical Dry Deciduous Forests :—These are to b© 
found throughout the peninsula, in Bombay, Madras, Hyder- 
a bad and Central provinces. 

M Tropical Thorn Forests ;—These are characterised 
bv thorny trees of lower size to be found throughout the 
western side of upper India where rainfall is scarce. 

C 0 Tropical Dry Evergreen Forests —These are to be 
found in the Carnatic coast and consist of small thick 
leaved evergreen trees. 

(9) The Southern Sub-tropical and Temperate Forests :— 

These consist of variety of trees, generally 50 to 60 feet 
high and are to be found in the higher hills—Nilgiris and 
-Palm hills where rainfall is relatively high, 

(3) Northern Subtropical Forests :—These are to be 
found in the various slopes of the Himalayas. The trees 
here vary in size and are characterised by many species of 
evergreen oaks and chestnuts and olive. 

(4) Temperate Forests :—These are to be found in the 
eastern Himalayas and consist of fairly dense evergreen 
trees like oaks and chestnuts, Deodar, Pinus geradiana. 

To the abovo types we may add one more type which 

may call the Alpine Forests, These consist of dwarf 
Rhododendrons, Junipers and many other low trees and 
shrubs and form an excellent grazing ground for the cattle. 

Sec. 4(a), Economic utility of forests. 

Forests play an important part in the economic develop¬ 
ment of India. Let us have a summary of all the utilities Tll0 
that India derives from her forests r~(l) They help the ra j c bonefit 
progress of agriculture by storing rain-water in the soil and derived from 
by keeping the atmosphere sufficiently cool so as to oause Indian 
the fall of rain when rain-bearing clouds pass over them. Forestl 
{3) They regulate the supply of water, avoid the chances 
of violent floods and account for a continuity in the flow of 
fivers* (3) They supply the Indiana with timber for buil- 
their cottages* fuels for cooking their food and grass 
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and leaves to feed their cattle with. (4) They have been 
the source of considerable revenue to the State in¬ 
asmuch as most of the important forests are the property of 
the State according to the Indian Forest Act of 1878* Id 
1935-36 the State forests yielded a net revenue of Rs* 1*56 
crorcs. (5) They have contributed to the development of 
certain industries (technically known as forest industries) 
such as Resin & Lac Industries as well as paper-making 
and match-making industries, (5a) The forest produce 
figures prominently on the export side of India's balance of 
trade. In 1933-34 net export of forest produce was valued 
at Rs, 44"2 millions. (6) Forests add to the fertility of the 
soil by allowing the leaves, in which is stored up food 
materials, to fall down and to be mixed up with soil* 

(7) They obstruct the high winds and thus save many 
areas from the evils that winds often bring with them* 

(8) They add to the beauty of the country and we cannot 
deny their aesthetic influence on human minds* (9) Dense 
forests often serve as natural defence of India and afford 
shelter to various useful beasts and birds. 

Sec. 4(b). Management of Forest. 

More than one-tenth of the total forest area belongs to 
the Government of India which has created a separate 
department known as Forest Department for the adminis¬ 
tration of forests* This department has classified the 
state forest into three groups :—(1) Reserved, (2) Protected, 
(3) Unclassed state forests. The total forest area of British 
India in 1939 was 94,457 square miles of which 71,332 
square miles were reserved forest, 6,532 square miles were 
protected forests and 16,593 square miles were public or 
unclassed forests. The difference between the first two 
classes lies in the fact that the control is more stringent in 
the case of reserved forests than in the case of protected 
forests, The third class of forests is under Jess restriction: 
and is meant for the use of the general public. The atten¬ 
tion of the Government was drawn as early as 1827 to the 
forest resources of India and it appreciated the importance 
of forest in the economic development of the country, but 
attempt was not made till the Yice-royalty of Lord Dal- 
housie for the preservation of Indian forest on a sound 
basis. The forest business of the Government of India has 
been organised and supervised by the member in charge 
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of the Department of Education, Health and Land. The 
principal officer is known as the Inspector-General of 
roresU. t rider the constitution of 1919 Forests were made 
a transferred subject in Bombay and Burma and made over 
to the Provincial Governments concerned, 

Each province is divided into one or more Forest circles 
6ach in charge of a Conservator of Forest. Each circle is 
* nt ° ^ nnni ^ er °f Divisions each in charge of a member 
of the Imperial or Provincial Forest Service. Each Division 
contains a number of Rangers each under the charge of a 
forest Ranger, With the introduction of Provincial auto- 
^ the Forests have been included in the schedule 
of Provincial subjects and the various provincial governments 
u Te ^ ee ° building up oew provincial forest services to take 
the place of Indian Forest Services, 

Sec, 4(c), Backwardness of Forest Industry* 

The backwardness of the forest industry has been due to 
the following causes 

(1) The research-work has not been carried on to a 

large extent so as to discover the latent properties of many The cause of 
inds of timber. There are many kinds of trees whoso use- the back- 
fulness is still unknown* There may be in them properties warduess of 
which may serve useful commercial purpose* It is a matter forest 
re gret that India with a vast forest area yields a revenue ° USTy ' 
of about Rs 1*56 crores and provides employment to about 
16 lakhs of people while Germany with a much smaller 
°rcst area gives employment to about 40 lakhs of people 
earning more than Rs* 45 erores. 

(2) Again, whatever knowledge the Research Institute 

Jjiay have gathered about the properties of certain kinds of Research 
timber, it has not taken the trouble of making those proper- Institute, 
ti&s known to the organisers of commercial undertaking, 
the result is that the knowledge serves no useful purpose, 

(3) The efforts of tho Forest Department have been 

Concentrated in the protection and development of forest of 

and not in the matter of turning it to useful purposes, im 
loose efforts can scarcely be described as productive efforts* 

Itidia with her vast forest area cannot meet her own demand 
for timber and has to import annually large quantities of 
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Suggested 
remed lies, 

timber. In 1934 the value of the import of timber w&b 
K s. 15 lakhs, 

(4) The number of persons employed in the Forest 
Department is not sufficient to administer the Department 
satisfactorily. 

(5) Trees of the same kinds are scattered over a large 
area and cannot for that reason be profitably utilized for 
commercial purposes. 

(6) Want of improved means of communication hampers 
the speedy exploitations of forest resources. 

(7) Want of a closer co-ordination between the Forest 
Department and the Department of Agriculture. 

Sec, 4(d). Suggested remedies. 

The administration of the Indian forests may be im¬ 
proved in the following ways : —(i) The control of forests 
should be vested in a single officer : such concentration of 
power will surely bring a keen sense of responsibility in the 
management of the forest, (ii) There should be an increase 
in the number of staff employed to manage the forest, 
(iii) Efforts should be made to classify forest areas into a 
major division and a minor division, the former including 
the commercial forests and the latter containing the fuels 
and other kinds of less important trees, (iv) The art of 
afforestation should follow a systematic principle. Trees 
having the same or similar properties should be grown in 
sufficient quantity in one definite area so that they may be 
utilised commercially, (v) The Forest Department should 
have some connection with the Department of Agriculture 
and serve as a handmaid of agriculture. To promote 
closer co-ordination between agriculture and forestry all 
newly recruited forest officers should go through short 
courses at the agricultural colleges, (vi) Appointment in 
each Province of a forest utilisation officer whose main 
function would be to develop forest industries, (vii) Ade¬ 
quate provision must be made for the training of officers and 
for their recruitment. 

See. 4(e), Forest Education. 

The importance of forest education on a national basis 
was urged by Bir Dietrich Brandis, the first Inspector* 
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General of E orests in the memorandum submitted by him to 
the Government of India in 1877. The year that followed 
witnessed the foundation of a Forest School at Dehra Dun 
for the training of forest rangers. The responsibility in the 
matter came to bo shared by a daughter college open at 
Coimbatore in the year 1912. Tho latter college was, how- 
ever, closed with effect from the 1st July, 1939 and the 
entire responsibility has fallen upon the old Dehra Dun 
bchool which is now called the Indian Forest Banger 
College. 

For a period of time a new college known as the Indian 
Forest Service College continued to train Indian probationers 
for the Indian Forest Service but with the cessation of 
recruitment the college had to close its doors. 


With the introduction of reformed constitution which 
transferred the administration of Forests to the provinces 
each provincial government has been building up its own 
Superior Forest Service and a new Forest College known as 
the Indian Forest College has been organised at New Forest 
in the Forest Besearch Institute Building to provide the pro- 
bationers for the Provincial Forest Services with neeessary college 
training. This new college has been equipped with lecture 
and common rooms and biological and chemical laboratories 
and can enjoy in common the Central Library, museums 
and berbari&n laboratories of the Forest Besearch Institute. 

The Forest Besearch Institute which was formerly opened 
on the Chandbagh Estate, Dehra Dun and subsequently 
shifted to Kaulagarh Estate (New Forest) is at present work¬ 
ing in conjunction with tho Indian Forest College under the 
same roof. The Institute is under the administrative control 
of the Inspector-General of Forests who is also its presi¬ 
dent. There are five main branches of research work, 
namely silviculture, Forest Botany, Utilisation, Entomology 
and Chemistry, The Institute has been functioning on 
scientific lines and the industrial aspect of modern Forests 
owes much to its untiring efforts. 

Sec, 5* Flora and Fauna. 

By Flora we mean the vegetable kingdom containing bi«°ldnSd^m 
various kinds of plants whioh supply the people with food 0 j i u diu con 
ftud the industries with raw materials. The difference in tain* crops 
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climatic and geological conditions has been in a way res¬ 
ponsible for the production of different kinds of plants in the 
different parts of India. Herein you will find the products 
of the tropical, sub-tropical, and temperate zones. Within 
the tropical products we can include rice, jute, sugarcane, 
cinchona, coffee etc. The principal sub-tropical products are 
cotton, tea, opium and tobacco and the products of the 
temperate zones include wheat, barley, potato, etc* 

The Fauna of a country represents the animal kingdom. 
This animal kingdom gives us varieties of animals both 
wild and domestic. The animals of the latter class are, 
from the economic point of view more useful than those 
of the former class. It will serve our purpose better there¬ 
fore, to have a discussion about the principal kinds of 
domestic animals which include bullocks, buffaloes, cows, 
horses, camels, goats and sheep. Of these bullocks and 
buffaloes render a great assistance in the cultivation of the 
soil and their importance in an agricultural country like 
India can never be exaggerated l but in comparison with 
other countries of the world the number of cattle per acre 
is the lowest in India- In India the number is 67 per 100 
acres while XL S, A, has 80 per 100 acres. The number of 
cattle in British India is more than 15 crores. Again, the 
number is gradually decreasing with the result that the 
agriculturists are suffering a great deal for want of adequate 
supply of agricultural live-stock. Several causes have been 
responsible for this insufficient supply and deterioration of 
.cattle :—(I) want of efficient breeders. In former times 
many bulls were dedicated to gods and these used to 
serve as good breeders. But with the spread of civilisation 
the religious spirit that prompted men to dedicate bulls to 
gods is first disappearing. (2) Slaughter of prime cows 
has in a great measure checked the increase of cattle* 
(3) Again, best cattle that can serve as efficient breeders are 
exported to foreign countries to satisfy the demand for 
meat in those places- In 1938-39 India exported animals 
worth Rs* 823000, (4) The frequent occurrence of famines 
has its effect upon the stock of cattle. Again whatever 
stock of cattle India has, they are generally less efficient in 
comparison with those of other countries and this ineffi¬ 
ciency is due partly to want of proper food and nourishment 
and partly to want of scientific knowledge with regard to 
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proper rearing and breeding of cattle. Several remedies 
nave been suggested. Thej* may be briefly described thus 

(0 The establishment of Civil Veterinary Department 
can solve the problem of breeding to some extent, Each 
Province is found to maintain such department. After 
prolonged research it has succeeded in discovering that the 
wst method of breeding would be to breed inferior cattle 
Y the best of their own class. Many experimental farms 
.™ bf r en opened under the patronage of this department 
vuth the result that the demand for good breeders is being 
to a certain extent ; but still the number of such 
is too insufficient to meet the whole demand. The 
tcerov s * Gift" Bull system has given impetus to cattle* 
improvement. The Imperial cattle breeding farm at Kamel 
baa enabled the cattle work to be carried out on a scale 
Qot possible at Pusa, 

(2) Next with regard to the removal of the want of 
grazing fields the only remedy that we can suggest is the 

certain acres of land wherein the villagers 
MlU allowed to graze their cattle, 

(3) With a view to reducing the pressure on the supply 
odder, an attempt should be made to reduce the number 

of plough cattle and agricultural bullocks. 

1 ^^^hly, the difficulty in connection with the 

? au £hter of prime cows and calves can be removed at least 
t° a certain extent provided the Government takes the 
rouble of imposing heavy license tax on the slaughter of 
such animals. 
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fe) Fifthly, the evils that result from want of 
nowledge can be removed if the Government 
. search work and publishes pamphlets containing 

kboufc the proper method of roaring cattle and of 
pleating the diseases that often attack them and manages 
Q have these pamphlets distributed among the villagers. 
tj 1 ? imperial Veterinary Institute of Mukteswar in the 
i Provinces has been the Chief Centre of research and 

f &S f L 00n ^frnufacturing largo quantities of sera and vaccines 
or the use of the provincial departments* 

(6) Modern veterinary researches have found out 
oeinos for the control of rinderpest. Efforts should be 
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made to popularise the use of vaccines for the improvement 
of live-stock. 

Sec, 6* Pisciculture* 

In India fish is an important food inasmuch as people of 
the various parts are accustomed to take fish as their regular 
item of diet. The supply of fish is not abundant and the 
price of fish is sometimes very high. This insufficiency in 
the supply of fish is due not to want of sources hut to the 
inefficient manner in which the industry is carried on* This 
industry is practically in the hands of a class of people 
whose illiteracy and conservatism stand in the way of its 
development. Attempt has been made by the Provincial 
Governments to improve the condition of this industry by 
establishing Fisheries Departments in Bengal, Madras and 
Bihar and Orissa and by promoting co-operative organisa¬ 
tion among persons engaged in this industry* The Madraa 
Government has made serious efforts for the improvement 
of this industry* The activities of the Department are 
varied and farreaching and its success is note-worthy in so 
far as fish-curing and the production of fish-oil Is concerned* 
The fish-oil derived from South Indian shark liver is about 
ten times richer in Vitamin A than an average sample of cod 
liver oil. In Bengal in spite of the growing demand for fish 
the Fishery Department was abolished in 1023 on financial 
grounds* The economic importance of this industry can- 
not be overlooked in Bengal, Fresh-water mussels are 
extensively used in Dacca for the manufacture of cheap 
pearl buttons. To revive this important industry Bengal 
Government requisitioned the services of Dr. M* Hama 
Swami Naidu for expert opinion as to the prospects of suc¬ 
cess of this industry. He reviewed the whole position 
of the Industry and submitted a favourable report,^ The 
Government of Bengal has not as yet taken any action on 
the basis of the report* It is however expected that the 
old Fishery Department will be revived to put the fishing 
industry on a more efficient basis. 


Questions and Answers 

<v 1* Locate the following crops and indicate the climate and other conditions 
which favour the growth—in the particular localities wheat, cotton, jute and rice* 
(C. U. 1911). 

Ass. — See —Sees. on those topics. 
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2 ’ following mining industries — 

Coal, iron, gold- (C* U. 1911). 

Am.— fj<*— Sees, on Principal minerals. 

P"™** 11 ^cultural mid mineral products of India, giving 
*-1 the ^alno of exports of five of the former and two of the hitter What 

u*lo India' ThlTSl importation? ,Whitt is the necessity of importing coal 

naia when she prodaces it in sufficient quantities to satisfy ail home require- 


^ 5 ° un J r * es °f their importation ? 
m *° when she pi 
menhs. (c, U. 1913). 

An*-—Sec. on rice T wheat, jute, cotton, tea, also Sec. on coal. 

des-donmflrtV’S * 1 *— 6 °^ ie / toil ? i,lg ind , u f trios of India. Examine tl,c effects of the 
and enterprise"* “‘“If 'igafi"®* b? ^ tll ° Earo » oan a » d (b) the Indian capital 

“ n# " See. °n mining industries such as coal, iron, gold, etc. 

Hints. The economic effects ; — 

' 3I ^e xploitation of the resources of India-the profits go to the pocket of 
ine foreigners—the Indians only get their wages—the loss is tremendous 
10 gold mining as it ts the most precious of all metals and the souree is 
esnaustibie—the Indians get no training as -they are scarcely employed to 
hold any post of responsibility. 

^ Wil1 r * maJn in hands o £ the Indians, The material conditions 

wiiitKj improved by the proper utilisation of the mining resources— the 
capital will find investment—the Indians will learn to take risk boldly. 
Wl11 Sot training in industries. The Indians will hold important 

i** Uive an idea of the principal minerals of India with reference to their 
nation and dis t ribu tion. 

Ana,— Sei —Sec. on mineral products. 

whit Mention the chief food crops and the chief textile crops of India. To 
countries are they principally exported. 

Ana.—Secs, on rice, wheat, sugar, jute and cotton. 

cron^ Vt feglonal distribution of the more important of the commercial 

ops of India. Indicate briefly the importance of such crops in the foreign trade 
^ India. (C, U. 1930). 

q 8 

in * + ^ ve aT1 account of the forest policy of the Government of India. Discuss 
his connection the importance of forests in the economic life of India. C,U. 1939). 

A tie.—Sec. 4 

’ ®" I^isoqgs the forest policy of the Government of India. Examine the 

portanc© of forest in the economic life of the nation, (C. U, 1933). 

Aus. —See. 4 . 

a Give an account of the chief mineral resources of India and point out 

11 utility for its industrial development, (0. U. 1936). 

on mineral products. 
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ECONOMIC CONDITION 

Sec. 1, Causes of Poverty of the Indiana 

An enquiry into the economic condition of the people 
of India will at once lead to the discovery of one indisput¬ 
able fact, namely, the appalling poverty of the Indians* 
The income of the Indians is too scanty to provide them 
with the necessaries of life and they pass their days in 
misery which knows no bounds* There are various 
causes which account for their extreme poverty. First* 
people in India are of spiritualistic disposition and their 
religions teach them that real happiness lies not in strug¬ 
gling for the satisfaction of wants but in the curtailment 
of those wants* Evidently, this temperament of the people 
is inimical to material progress and accounts in a way for 
the backwardness of the Indians in the sphere of industry* 
The next important cause of poverty is the contempt for 
manual labour. The people belonging to the higher classes 
are very conservative and will prefer starvation to the 
acceptance of a job which involves manual exertions. The 
system of education is also defective and does not teach 
people the dignity of labour* The result is that when they 
fail to succeed in the few learned professions, their educa¬ 
tion brings them nothing but disappointment. There are 
pernicious social customs and institutions which affect 
seriously the economic well-being of the people. People 
cannot give up their customary habit of giving aims to 
those who may approach them and do not even care to 
enquire whether the candidates really deserve the favour 
they are praying for* This encourages idleness and we find 
that the number of professional beggars is increasing 
rapidly. The anti-economic custom which denounces the 
economic activities of women and makes them entirely 
dependent upon the male members for subsistence is another 
cause of poverty. The caste system which promotes class 
hatred and affects the free mobility of labour from one 
group to another cannot also bring peace and prosperity 
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lQ these days of economic freedom. The institution of Early 
early marriage leads to needless multiplication of children marriage, 
vvhom the parents cannot afford to give proper food and 
clothing. These children are thus neglected from the very 
infancy and cannot acquire that efficiency which may bring 
them prosperity in life. Again, for want of proper nourish- , 
merit they cannot build their bodies from the very start diseases, 
and consequently fall an easy prey to the ever-increasing 
attacks of various diseases. There are also pernicious 
social customs which compel people to spend lavishly 
tunug ceremonial occasions even by borrowing large sums expenditure 
of money from the village money-lenders at a high rate of 
mterest. Besides, the spirit of litigation is very predomi- Litigious 
nant among the villagers and accounts for a large portion spirit, 
of their unproductive debt. Another aggravating cause of 
Indian poverty is the inability of the people to make the 
best use of their humble income by regulating their expend!- Careless 
ure in a manner which in the long run must add to their expenditure 
efficiency. Another important cause of poverty is the °f income, 
predominance of agriculture which is governed by the law 
° diminishing Beturn, The prosperity of an agricultural Prcdomi- 
country is uncertain and slow as it depends more upon nance of 
Mature than upon human exertion. The extent of an -Agriculture, 
average holding which works out at about 6 acres for an 
agricultural family of 5 members can scarcely afford to 
jttaiotain them in ordinary comfort. The few cottage 
industries which once flourished can now scarcely hold their 
own in their struggle with the machine industries. The 
village artisians have been thrown out of employment and 
he agriculturists find no profitable occupation to supple¬ 
ment their income. This is what makes the economic 
Position of the Indians more miserable and complicates the 
problem of unemployment in India. 

The inequitable method of distribution is another cause 
? Indian poverty but the inefficient method of production Inequitable 

a more important cause, Loveday in his “History and ™othod of 
bionomics of Indian Famines" says Poverty of England, *nt 

America or Germany is a question of distribution of wealth, production. 
n India it is a question of production." 

. The indifferent attitude of the Government towards T 
mduatry and the defective Tariff policy which they followed attitude of 
dl recent times affected seriously the fortunes of the poor the Govt. 
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and helpless Indians* Again, the exploitation o! India's 
resources by foreign capitalists means an economic loss 
which is almost irreparable* The Government is also blamed 
for its heavy imposition of taxes for the maintenance of a 
defective and top-heavy system of administration which 
involves the payment every year of huge sums of money as 
home-charges some portion of which has been described by 
the patriots of India as a drain for which India gets nothing 
in return* 

Sec* 2* ' Agriculture—An important industry* 

India is mainly an agricultural country. Almost 80% of 
the people are in intimate touch with this industry* The 
illiteracy of th© population and the poverty of the Indians 
stand in the way of industrial success- We are not, 
however, justified in saying that India has no prospect for 
industrial success before it, although there are European 
writers who are dogmatic enough to hold such opinion. 
On the other hand, with its large supply of raw materials 
it will be in a position to flourish in manufacturing indue- 
tries if the Government takes steps to eradicate those evils 
that hamper its industrial progress. 

Though India should try to develop its manufacturing 
industries it should not neglect the agricultural industries. 
Both these industries should be equally developed ; oE 
course there are countries which depend upon other 
countries for the supply of raw materials which the manu¬ 
facturing industries require, but they do so because there 
is no prospect for the efficient supply of raw materials from 
their own soil- India, we find, is in comparison with other 
countries pre-eminently in a better position because it has 
an equal chance of success in both the spheres of 
production. 

Again, so far as the agricultural condition of the country 
is concerned we cannot say that India has reached the fiBd.1 
stage of progress* There is much to be done as yet. 
Countries like U. S. A,, Japan and Egypt yield larger output 
per acre than India, The method of cultivation is primitive* 
The Indian agriculturists are not acquainted with the up-to- 
date methods which require the utilisation of efficient 
machinery. This lack of development has been due partly 
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to chronic ignorance and mainly to the indebtedness of the 
agricultural population. 

The development of Indian agriculture will have its 
influence upon the prosperity of the Indians. It will 
cheapen the prices of articles and thus confer immense 
benefit upon the people who are mainly poor, It will 
increase the foreign trade and make other nations much 
more dependent upon India for the supply of foodstuffs and 
raw materials. The manufacturing industries will he in a 
position to produce articles with a lower cost of production 
and thus check the importation of cheap foreign goods. 

The agricultural prosperity of India will bring a great 
advantage to the Government as well. The Railways will 
farn higher revenues on account of increase in commerce. 
The revenues derived from land, stamps and customs will 
also go on increasing* The favourable balance of trade 
that is likely to be associated with such a prosperity will 
facilitate the payment of what is known as Home charges* 

Sec. 2(a)* Drawbacks of Indian Agriculture. 


How the 
people will 
he benefited 
by the deve¬ 
lopment of 
Indian agri¬ 
culture. 


Govt, gains 
will be 
measured by 
an increase 
in revenue 
which will be 
the outcome 
of such deve¬ 
lopment. 


In the preceding section we have dealt with the impor¬ 
tance of Indian agriculture. We will now proceed to con- The defects 
sider the difficulties that stand in the way of the develop- that are in- 
ruent- of such an industry. These difficulties are many in heront in the 
number and will manifest themselves prominently when w t 6 * oul i a ^ D tsof 
So to discuss the factors of production. Production, we have^eoif 
know, cannot be carried on except with the assistance of responsible 
these four agents, viz. land, labour, capital and organisation, for this back- 
If each of these four agents is free from any defect pro- 
miction cannot but be efficient. Let us now see how 
Agricultural development is being hampered on account of 
the inherent defects in each of the four agents described 
a bove. 

W Land —The total area of land in British India as 
computed for the purpose of agricultural survey is over 
hTy million acres of which the net area actually sown with T . , . 

? ro P a i s about 298 million acres. The inherent defect that defects” 1 & 
is to be found in this agent is its dryness. The soils are Drynossof 
? ot in mineral matters and in consequence, they are Indian 

gss fertile than those of other countries. This character soiIh 

the soils necessitates adequate supply of water and the 
application of manure on an extensive scale. 
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So far as the supply of water, which is the most essen¬ 
tial requisite, is concerned, India is mainly dependent upon 
heaven* In case there is a failure of rains one year there 
is sure to be a failure of crops. Steps are being taken by 
the Government te remove this evil by means of irrigation 
but much has to be done in this direction* Again, there 
are parts of India where the introduction of irrigation canal 
will not be profitable. Thus, we see that in spite of all the 
efforts of the Government the problem of water supply is 
still unsolved. 

The want of mineral properties in the soil requires an 
investment of sufficient quantity of manures i but* the 
Indian cultivators suffer a great deal for want of cheap 
articles that can be profitably used as manures. The cow- 
duug which is recognised as a good fertiliser is chiefly used 
as fuels by the poor Indians. The exportation of oilseeds 
from the country generally deprives its land of oil*cakes 
which contribute greatly to the fertility of the soil* 

(6) Labour —Next we come to discuss the supply of 
labour * The supply of labour is measured by the number 
of labourers as well as by their efficiency. Numerically 
speaking, India has a large supply of this agent of produc¬ 
tion but the Indian labourers are not as efficient as those 
of other countries. Their low standard of living and their 
insanitary habit have their worst effect on their efficiency. 
They are illiterate and are not familiar with the up-to-date 
appliances that are used by the western countries in the 
cultivation of the soil. They are unenterprising, unambi¬ 
tious and conservative. They are improvident and reckless 
and this accounts for their indebtedness to the money¬ 
lenders* They are lacking in initiative and extremely 
fatalist. We can very well quote the following lines from 
Prof* Kale's Indian Economics—'Apart from climatic and 
other factors which go to make labour inefficient, the 
Indian worker suffers from the lack of sufficient nourish¬ 
ment, of education, training and ambition*’' 

(c) Capital —Though Indian agriculture is carried on 
with antiquated appliances and does not require the invest¬ 
ment of large quantity of capital yet whatever humble 
capital it requires can be procured by the cultivators with 
great difficulty* The Indian labourers are very poor and 
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have no funds with them to invest in land. They are to 
borrow the amount of capital from the village money- miimtii-v 
lenders at an exorbitant rate of interest. This capital of capital 
winch they borrow cannot prolilably be invested for improv- available for 
the fertility of the soil ; it is spent in purchasing seeds, Investment 
agricultural cattle and plough. m land, 

^ ant of capital stands in the way of intensive cultiva¬ 
tion which has produced satisfactory result in Japan, 

The quantitative production per acre is intimately con¬ 
nected with the nature and quality of seeds sown. The The charac- 
Indian peasants generally do not preserve the best kind of ter of seeds, 
s&eds that will increase the output, but, on the other hand, Best kinds of 
they go on consuming the crops and use the remnants and ^served^ 
such the worst portion of the crops as seeds to be sown 
1J J the next season. The low productivity of Indian soil is 
also due to inefficient tillage and the incompetence of the 
agriculturists to protect their crops from floods, hailstorms, 
insects, locust, pests and other natural calamilities which 
affect the agricultural industry, 

The cultivation of the soil requires the assistance of 
agricultural cattle, India suffers greatly on account of the 
Wan k of adequate supply of such cattle. They are of inferior 
quality and few in number. The Indian peasants have to 
spend a large portion of their humble capital in purchasing 
and maintaining the cattle and the services that they obtain 
from them do not generally remunerate for the expenditure 
they have incurred, 

id) Organisation —Another defect that we generally Lackof 
hud is the lack of organisation , The Indian agriculturists organisation 
do not as yet know how by means of organisation they can among the 
lt npcove their conditions to a very great extent. Organised Indian peas- 
fc^rket, where the agriculturists can sell their produce are rtntSH 
still absent in India, The increasing association amongst 
agriculturists to solve agricultural problems, the publication 
of agricultural pamphlets carrying information about agri¬ 
culture and the formation of agricultural society on a co¬ 
operative basis are still almost absent in this country. 

One more important defect that stands against the F ra g mou * 
Progress of Indian agriculture is subdivision of land which tation of land 
18 often associated with fragmentation. Subdivision nu import- 
faults in smallness of holding while fragmentation implies Uxni 


The charac¬ 
ter of agri¬ 
cultural live¬ 
stock. 
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that the holding comprises several tiny parcels of land 
scattered at inconvenient distances one from another. Sub¬ 
division and fragmentation have resulted from the following 
causes viz* (l) The peculiar law of inheritance which pro¬ 
vides for distribution of assets among several classes of 
liei 1 s„ (2) growth of population and the consequent increase 
in the number of issues, male and female, (8) absence of 
industrial occupation which makes almost every member 
of a family absolutely depeudent upon the few acres of 
ancestral land, (4) agricultural indebtedness which ultimate¬ 
ly leads to an alienation in favour of money-lenders of the 
share which the debtor has in the joint property, (5) the 
growth of individualistic spirit and selfishness which leads 
to separation among brothers and the consequent division 
of family property. This fragmentation is a great disadvan¬ 
tage inasmuch as it causes some waste of land and capital 
and makes production on a large scale almost impossible* It 
hampers improvement in agriculture, enforces uniformity of 
cropping and restricts the growing of fodder. As Dr. Mann 
says, Fragmentation destroys enterprise, results in an 
enormous wastage of labour, leads to very large loss of 
land owing to boundaries, makes it impossible to cultivate 
holding as intensively as would otherwise be possible and 
prevents the possibility of introducing an outsider with more 
money as tenant farmers or as purchasers of good agricul¬ 
tural property/’ It also prevents the agriculturists from 
adopting scientific processes of cultivation, enforces uni¬ 
formity of cropping and makes the cost of fencing prohibi¬ 
tive. Fragmentation may however be defended on certain 
grounds j the possession of plots of land in different soil 
areas suited to the growth of different kinds of crops 
may not reduce a farmer to a helpless position in case of 
failure of one particular crop. As the seasons for cultiva¬ 
tion of different crops are different, fragmentation gives 
employment to the labourers for a larger number of days. 

■ * i ’ 

Absence of permanent improvements on lands is one more 
difficulty which affects agriculture. The Indian agricul¬ 
turists scarcely make any attempt to effect any permanent 
improvement of his holding by excavation of w T ells, provi¬ 
sion of a farm building for himself and bis cattle and of 
permanent fencing for the crops raised* He and his cattle 
are found to live in the village house situated at a long 
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istance from the field and much time is wasted in trans- 
emng their services and great waste occurs in carrying the 
manure of cowduog from the village site to the distant 
tioids* Again, the holdings are scarcely surrounded by 
embankments in order to protect them from floods and 
sahne water and absence of permanent drainage system 
often leads to waterlogging with its consequent evils. 


Sec. 2 (b). Rural Industries 
a &riculturists. 


How they help the 


The absolute dependence upon agriculture is one of the .. 
causes of poverty of the Indian peasants. Agriculture p^vtdes^he 
generally requires their assistance only for three months and peasants 
the rest of the year they have no w r ork to do, In Japan, three 
■France, Germany and Italy there are important industries J" 0 ° r ^ ths for 
Which can give employment to the farmers when they have the rest of 
work in the field to do. In India the supplementary the year 
industries that still survive can scarcely employ the vast they remain 
population of India. Let us have a review of the important Ul,em ^ ved * 
rural industries and their possibilities. 

(0 Dairy-keeping : “Dairy-keeping can serve as a 
Bpare-time occupation which the agriculturists may take to ijhe need 
in order to improve their economic condition* The import- rural 
^nce of this industry can never be exaggerated in view of the industry 
fact that milk and its products go to add to the health and 
strength of the population. The problem of milk supply Supply o 
which is one of the acute problems in urban areas will be 
solved if in the neighbouring villages the agriculturists start ^oS^nur 
dairies and supply the townfolk with adequate supply of of milk-y 
Pure milk. The success of tins industry depends upon the ins h yo ' 
tnilk-yielding capacity of the cattle which can be improved stocli - 
by means of scientific breeding and proper nourishment. It 
:. 1EIE been demonstrated by work carried out by the Imperial 
Institute of Agricultural Research at Pusa that by syste- 
j^tic handling and milking of heifers prior to calving on 
t'he line already tested in other countries heifers of Indian 
dairy breeds can be made to give their milk freely from 
the start. 

The Government of India has appreciated the import- Efforts of 
unee of this rural industry and has boon maintaining an the Govt, 
tiatituto of Animal Husbandry and Dairying at Bangalore. 


The need of 
rural 

industries, 
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good number 
of milk-yield¬ 
ing live¬ 
stock. 


i 
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where students are given two years' course for the Indian 
Dairy Diploma, The matter is also receiving the attention 
of the Imperial Council of Agricultural Research, Dr. 
Wright's report on the possibilities of this industry is a 
valuable contribution on the subject. 

The efforts of the agriculturists should be supplemented 
by the efforts of Government in securing good and efficient 
breeders and adequate supply of grazing fields so that the 
industry may attain success in the near future, 

GO Khaddar Industry :—The non-co-operation move¬ 
ment has brought into prominence this cottage industry and 
it is gaining ground gradually. The agriculturists can 
profitably apply their idle hours to the spinning on the 
C hark a in their cottages and thus add something to their 
humble income. This industry does not require an invest¬ 
ment of large amount of capital and the poor agriculturists 
can easily take to it. It requires little strain on Human 
muscles and even the children and women can earn some¬ 
thing by spinning It does not require any higher degree 
of skill and intelligence and the ignorant masses can learn 
the art of spinning within a few days. 

The agriculturists can make the best use of their leisure 
hours by spinning on the Charka, The yam they produce 
may be turned into cloth with a little expense and thus 
they have not to spend a major portion of their humble 
income in purchasing foreign cloth. The khaddar industry 
is not dependent upon monsoon conditions and provides 
the people with a regular source of income. The female 
members may contribute their mite and the total income 
of the family may be thus enhanced. The economic pros¬ 
perity of the village community which this industry will 
surely lead to f may cause a revival of many other cognate 
industries, 

There are, however, two difficulties which stand in the 
way and impede the progress of this industry. First, the 
cost involved in the production of handspun cloth is higher 
than the price of mill products. For this reason the poorer 
people can seldom afford to purchase handspun cloth. 
Secondly, the rich have a greater attraction for fine fabrics 
and do not give their whole-hearted support to this indus¬ 
try. These two difficulties have to be overcome and the 
co-operation of the State in this matter ia urgently solicited. 
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On) Poitenj Industry : — In In tit a the raw materials of 
this industry can he had in abundance. China-clays arc to 
he found in Bengal, Bihar, the Punjab, the Central Provin¬ 
ces! Bajputna and Madras, Ball clays and other inferior 
grades of clays exist in Delhi, the Central Provinces, Clays of 
Bihar and the Punjab, Quartz and Felspars are to lie various 
found in India in sufficient quantities. In spite of this 
abundant supply of raw materials the scale of production 
15 too small, India has been producing ceramic-wares and 
potteries of various descriptions, but much remains to be 
done in this industry. The only experimenting and 
teaching stations ^br this important industry are Benares 
and Lahore, 


Several other industries may flourish in rural areas. 
These include poultry-farming, pig-keeping, fruit-growing, 
nmt-making, gur-making, rope-making, toy-making, sericul- 
ture, embroidery work, biri making, rice-milling and husking, 
oil-pressing, and smithing. 

Sec, 3, How to improve Indian Agriculture, 


We have already dealt with all the difficulties that 
stand in the way of India's agricultural development. We 
shall now suggest certain improvements that can be made 
ln the condition of Indian agriculture. In doing so it is 
better to start with Dr, Voelker's suggestions which appear 
to be very exhaustive. In his report to the Government 
of India Dr, Yoelker emphasised the importance of the 
following remedies— (i) Extension of irrigation works, 
W) Preservation of forests, (in) spread of agricultural eduoa- 
tion, (i^) arrangement for research works, (t f ) introduction of 
new and up-to-date implements, (in) preservation and distri¬ 
bution of seeds, faff) proper arrangement for the breeding 
of cattle, (t>m) advancement of the Takavi loans by the 
Government, Let us now see how the adoption of each of 
the means suggested above will lead to the development of 
Indian agriculture. 


Dr. Voelker 
suggests 
several reme¬ 
dies against 
the hack- 
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culture. 


M Irrigate —India is a country where the soils are Thiw 
very dry and as such require a large quantity of water to types of 
render them fit for cultivation. The rain-waters are un* irrigation 
certain and the absolute dependence upon heaven will fre- wcrbti * 
quently lead to the failure of crops* This difficulty can be 
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removed by means of irrigation. The types of irrigation 
work differ according to the quality of lands to be irrigated. 
Three types of irrigation works have already been intro¬ 
duced—(1) Lift works which consist generally of wells from 
which water is drawn to meet the demand of water for the 
purpose of cultivation. This system of irrigation prevails 
in Madras, Bombay, the United provinces and in the 
Punjab, (2) The storage works consisting of tanks and 
reservoirs of water. (3) The river-works or the irrigation 
canals that have been constructed for this purpose. The 
canals may be of three different types viz. (?) The inunda* 
tion canals, (it) perennial canals and (m) storage works* 
The inundation canals are drawn directly from river and 
obtain water as soon as they are flooded. They are not in 
a position to supply water throughout the year. The 
Sukkur Barrage in, Sind is a monumental work of this kind 
and provides a regular supply of water because of the 
construction of a barrage across the Indus. Provincial 
canals are constructed by putting a barrage across a river 
with a permanent flow and diverting its water by means of 
canal in order to serve the areas to be irrigated. The 
storage work canals are constructed by building a dam 
across a valley to store the rain-water during the monsoons. 
The Government of India is endeavouring to improve the 
irrigation system but the expenditure that it has incurred 
in this connection is still very small in comparison with its 
expenditure in other directions. The total capital outlay 
on irrigation and navigation amounted to Rs. 154 04 crores 
in 1936-37. Besides these Government undertakings, ini¬ 
tiative has sometimes been taken by private citizens. The 
Government has also encouraged such private enterprise by 
granting Takavi loans and by exempting lands improved by 
private irrigation from the enhancement of revenue due to 
such improvement. 

The irrigation works opened by the Government have 
been divided into two classes : (1) major works and (2) 
minor works. The major works, again, have been classified 
into (l) productive public works and protective works. 
The former consist of those which are expected to be pro¬ 
ductive in the long run, while the latter consist of works 
which have been opened only as protective measures against 
the occurrence of famines. The Famine Insurance Grant has 
been generally utilised by the Government in the construction 
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of these major works. The minor works consist of those 
small irrigation works the maintenance and extension of 
which have come under Government hands. The Govern¬ 
ment sometimes keeps account of expenditure and revenue 
for these works* Since 1021 all irrigation works for which 
capital accounts are kept have been classified under two 
heads :—(i) productive and (ii) unproductive* There is 
also a third class which includes minor works for which no 
capital account is kept. 

The total irrigated area in British India is near about 
one^fifth of the total cultivated area. In 1936-37 the total 
ligated areas amounted to 51 7 million acres. The neces¬ 
sity of irrigation is not equally important in all parts of 
India, There are parts e.Q* Bengal and Assam, where the 
rainfall is almost regular and as such the question of 
Jrxigation is not at all important in these provinces. Again, 
there are parts of India where the soils do not permit the 
construction of irrigation works. This is the case in R&j- 
putana and such other desert areas of British India. 
Though the Government of the country has contributed 
much to the development of irrigation in India the area 
protected by private irrigation is larger than that irrigated 
by the State* There are provinces e*j 7 ** Madras* Sind and 
the Punjab where irrigation is expected to be productive 
a ud the Irrigation Commission of 1901-3 recommended the 
construction of new works in those areas. Again, there 
arQ areas such as the Central Provinces* the Deccan district 
°f Bombay where protective irrigation is urgently required* 
The Government of India has proceeded on the lines recom¬ 
mended by the Irrigation Commission and its expenditure 
this connection has been considerably higher in recent 
years* In recent times the working of the Lloyd Barrage 
canals is giving satisfactory results. The total area irrigated 
by them was 27,70*100 acres in 1933-34* The Sutlez Valley 
Works which irrigate a total area of 54 million acres 
have already been completed at an expense of Rs* 33 31 
Another project known as the Cauvery Mettur 
Project which is expected to improve the irrigation of 
over a million acres and extend irrigation to a new area of 
391,DUO acres has received the sanction of the Government* 
The owners and the occupiers of the soil are liable to pay 
cost of irrigation and in this way the amount spent by the 
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Government is realised, The Government also derives 
certain subsidiary incomes in the shape of tolls for naviga¬ 
tion and rents of fisheries. Since the Reforms of 1919 
irrigation has been a provincial subject but when the 
expenditure to be incurred exceeds Rs, 50 lakhs the sanc¬ 
tion of the Government of India is required* 

The importance of irrigation and its effect on the 
Benefits oi economic wellbeing of the people can never be exaggerated, 
irrigation. Resides yielding considerable revenue to the Government, 
by way of direct financial gain and increased railway profit 
it has helped the agriculturists by a regular supply of water 
and by increasing the productive power of the land* The 
landholders are also benefited because they can conveniently 
increase their rent when the productivity of the soil in¬ 
creases, The introduction of irrigation canals in the 
Punjab has converted a desert into an area of abundant 
crops and led to an influx of population in those areas* 
Such colonisation commenced with the construction of the 
Chenab canal, the Jhelum canal and the Punjab Triple 
canal. The irrigation works have deferred the occurrence of 
famines and reduced the expenses of famine relief* 


*00-operation 
of the 
people. 


Progress of 
irrigation. 


In order that the system of irrigation may be improved 
the co-operation of the people is absolutely necessary. The 
agriculturists should understand their own duties and should 
not depend upon government absolutely* They should try 
to make provision for they supply of water by the construc¬ 
tion of tanks and wells ; when they are nob in a position to 
supply the whole fund they should approach the government 
which in its turn should lend out money at a lower rate of 
interest* The progress of irrigation during the last fifty 
years has been very rapid. Fifty years ago the total area 
irrigated by the Government was only 10| million acres 
and in 1935-36 it came to be over 3T8 million acres 
which represent 13*7 per cent* of the area sown. The area 
benefited by irrigation works yielded in 1935-36 crops of the 
value of Rs* 100'3 erores. The irrigation works have been 
constructed in areas where rainfall is irregular and un¬ 
certain* The Punjab has the largest irrigated area ; the total 
irrigated area in this province was over 11 million acres* 
Next come Madras with an area of 75,52,515 acres the 
United Provinces with 4,319,137, Sind with^ 43,16,052 
acres* Besides these Government undertakings which 
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covgl an area of over 31 8 million acres us described above 
no private? initiative has irrigated substantially large ureas 
una the total areas under irrigation have now come to be 
over oi 7 million acres. The total investment of the Govern- 
ment in Irrigation works stood at Its, 153'18 crora* yielding 
a net revenue of Its. 8 78 cruras in 1035 36. This large 
liuieage should not, however, load to the conclusion that the 
problem of irrigation has been solved. The problem still 
remains unsolved. There still remain four great projects, 
the Butlea. Valley Canals in thu Punjab, (iM the 
u[nodar Canal in Bengal f (3) the Simla—Oudh Canal in 
Jj w Provinces and (4) the Cauvery Mettm Project, 

10 Native States of India have in recent years taken 
H epft for improving the system of irrigation and have 
a ready given effect to certain important projects. In 
Purs nance of the recommendation of the Industrial 
ommisttimi a Central Bureau of irrigation has been estate 
■►died for co-ordinaling research work in irrigation matters 
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Poona, Coimatore, Nagpur, Cawnpore and Lyallpur. The 
training at these colleges is supplemented by a Post¬ 
graduate training at the Imperial Agricultural Institute, 
New Delhi, This training scarcely helps the actual farmers 
for whom lower grade schools are necessary. In Bombay 
three such schools have been opened. The Agricultural 
Commission emphasized the opening of schools of the 
Punjab-type for imparting agricultural training as a part of 
the ordinary training, A comprehensive scheme of rural 
education on the lines suggested by Messrs. Abbot and 
Wood, by Zakir Hossain Committee and by the Committee 
on vocational training appointed by the Government of 
Bombay should be launched at once in the various provin¬ 
ces. The existing curricula of study should be remodelled 
so as to create interest in agriculture and other productive 
work and inculcate a sense of dignity of labour. The text¬ 
books should contain lessons relating to agriculture and 
industries in which the students are vitally interested. 
Primary education for boys and girls should be supple¬ 
mented by a system of adult education in order to achieve 
satisfactory progress. The education of the masses may be 
imparted through the agency of magic lantern and cinema 
shows. The educated people of the rural areas should also 
lend their helping hand and establish night schools p.nd 
libraries where the grown-up people may read freely during 
their leisure hours. Demonstration train may also convey 
interesting exhibits and improve the knowledge of the 
agriculturists* 

(fy) Arrangement of research work : —There should be 
Necessity for adequate provision for research work in Indian agriculture. 
Research The Government will do w r ell to award scholarships to the 

works, students who are trying their utmost to invent new proces¬ 

ses of cultivation and new methods of improving the 
fertility of the soil* Students should be sent abroad to 
learn the secrets of agricultural success, Research work on 
soils with particular reference to soil moisture, rain fall 
absorption, and regulation of run-off and soil erosion 
problems should be promoted by the Imperial Research 
Council. 

(fr) Introduction of new and up-to-date implevients i — 
The productivity of the laud depends not only upon the 
fertility of the soil but also upon the nature and quality of 
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instruments that are used in cultivation. We cannot expect 
that a peasant working with the help of antiquated applian¬ 
ces will produce as much as will bo produced by another 
peasant working with the best possible kinds of appliances, 
A steam tractor can cultivate 3000 acres of land per day to 
the depth of a foot whereas an indigenous plough and a 
pair of bullocks can scarcely plough two acres per day to a 
depth of hardly 6 indies. Hence attempts should be made 
to familiarise the Indian peasants with the up-to-date 
appliances. The responsibility in this matter should be 
thrown upon the Agricultural Departments and Co-operative 
Societies* The chief difficulty in this connection is the 
costliness'of these implements which are mostly imported 
from foreign countries. Production of these implements 
within the country should he encouraged by means of 
sfc&te-aid and by giving rebate, if necessary, on the import of 
iron and steel required for their manufacture by indigenous 
firms, 

(rt) Preservation and distribution of seeds :—The yield 
per acre is intimately connected with the quality of seeds 
sown. The Indian peasants do not take care to preserve 
the best kinds oE seeds for the next season and the result is 
that plants which come out of them do not bear sufficient 
quantity of crops. Efforts should be made to preserve the 
heat kind of seeds. The Agricultural Department has spared 
no pains to introduce into general cultivation improved 
strains of crops and the areas under improved varieties in 
British India are gradually increasing. 

(m) Proper arrangement for the breeding Af cattle:— 
The agricultural live-stocks of India are generally of inferior 
quality. They are feeble and cannot work hard. The poor 
Peasants have to spend much in feeding such cattle but 
they do not get as much benefit as would pay for the 
actual expenditure. This evil can be removed by the 
establishment of breeding farms at different centres. The 
Government has established civil veterinary department for 
the treatment of diseases with which the cattle are generally 
attacked but adequate arrangement baa not yet been made 
for the proper breeding of such cattle. Great improvement 
oan be effected by introducing the enclosure system which 
prevails in Gu&rat* Adequate breeding facilities cannot 
alone improve the qualities of agricultural cattle. Their 
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inefficiency is also due to ill-nourishment. The supply of 
fodder is insufficient and cannot properly feed the compara¬ 
tively large number of cattle that India has to maintain. 
The supply can be increased if the Indians follow the 
Egyptian method of growing fodder crops and the Govern¬ 
ment of the country provides further grazing facilities by 
the adoption of a more sympathetic forest administration. 
In Napier grass the Bengal Department of Agriculture has 
found a green crop which yields enormous yield and at the 
same time contain the best nutrition for agricultural live¬ 
stock The combination of two important bye-products— 
molasses and cura with the addition of lime and protein 
form the most excellent cake for the stock. Many important 
researches have gone a great way in improving the character 
and quality of agricultural live-stock. 


(.viii) Advancement of Takavi loans The want of cheap 
credit has hampered the agricultural progress of India. 
The agricultural banks of the kind to be found in western 
countries are unknown in India and the poor agriculture s 
have no other alternative than to approach the village 
money-lenders who charge an exorbitant rate of interest. 
For this reason the peasants are scarcely able to eflect 
permanent improvements in lands by adequate embankment 
and fencing and by the application of scientific manures. 
The Government with a view to removing this difficulty 
has made arrangements for the grant of agricultural loans 
known as Takavi loans. But the illiterate peasants of 
India who look upon the Government officials with suspi- 
cion rarely take advantage of this opportunity. 


(ix) Co-operative Credit Societies It is not desirable 
that people of India should be absolutely dependent upon 
the Government for the removal of any and every difficulty. 
The establishment of co-operative credit societies is an 
indication of a rising sense of self-help among the Indian 
oeasants The Government also is endeavouring to stimu¬ 
latethis spirit of self-help by conferring certain privileges 
upon these credit societies. The co-operative credit socie¬ 
ties will do yeoman’s service by cheapening credit amon 
the poor peasants. 

M Legislative enactments to prevent fragmentation 
of land -.—On account of peculiar law of inheritance preva- 
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lent in this country the existing lands of India have gener¬ 
ally been partitioned into smaller pieces. The result is 
that the Indians can scarcely reap the advantages of large- 
scale production. To remove this difficulty what is neces¬ 
sary is to appeal to the legislature of the country so that 
laws may be made to prevent the fragmentation of land. 
In tlie Punjab the efforts of the co-operative Department in 
promoting consolidation of holdings were supplemented by 
the passing of the Consolidation of Holdings Act in 193G. In 
the Central Provinces a Consolidation of Holdings Act was 
passed in 1958* This Act authorises the permanent right- 
holders to combine under certain conditions in a scheme of 
consolidation* Many such combinations have been effected 
since the passing of the Act, Again * subdivision and 
fragmentation may be prevented by the formation of 
Go-operative Societies with a view to consolidating scattered 
holdings. This has been done in the united provinces and 
in the Baroda State, 

(au) Better Sanitary arrangements and housing :-—One of 
th© causes of inefficiency of Indian peasants is the frequent 
attacks of various diaseases like malaria, plague, kala-zar, 
cholera and dysentery which tell upon their health and 
strength. During the rainy seasons many people are 
confined to bed on account of the attack of one or other of 
the above diseases and this accounts for the inadequacy 
ln supply of labourers* Those who are well can seldom 
^vork hard because of their w T eak constitution. Attempt 
should be made to improve the health and strength of the 
Poor peasants by the adoption of both remedial and 
preventive measures* The local self-governing authorities 
cannot do the needful in this direction on account of the 
Paucity of funds. The Central Government should co¬ 
operate with the provincial Governments in providing the 
rural people with cheap and effective medicine and in 
familiarising the use of indigenous drugs which may 
sometimes be cheaper and more effective substitutes for 
costly allopathic medicines* The medical practitioners in 
the rural areas should also be subsidized by decent grants- 
m-aid. The people should also try to solve the problem of 
v dlage sanitation and of housing by co-operative methods, 

foil) Closer contact between the villages and towns >— 
ftluch improvement in agriculture may be effected by 
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bringing the villages in a closer contact %vith the towns. 
This will create better marketing facilities and add to 
rural amenities. When this has been done the absentee 
landlords will go back to the villages and the villages will get 
the benefit of their healthy association, enterprise and capital. 
The more progessive ideas of the towns will go to widen 
the narrow outlook of the village-folk and make their life 
happier. To promote this healthy contact the ruling autho¬ 
rities should take immediate steps for improving the means 
of communication and multiplying the number of post 
offices which play an important part in the easy and prompt 
communication of ideas between villages and towns. 

{xHi) Better marketing organisation 1 The importance 
of marketing organisation has been emphasized by the 
Royal Commission on Agriculture. In pursuance of the 
recommendation of the said commission, the Government 
appointed in 1935 an Agricultural Marketing Adviser to the 
Imperial Council of Agricultural Research. Co-operative 
organisation has already appeared in the field but has not 
made rapid progress, 
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(xiv) Application of proper manures :—The soils of 
India are gradually losing their fertility and steps should 
be taken to restore that fertility by the proper application - 
of manures. The use of cowdung as fuel should be dis¬ 
couraged and this can he more economically used as manure. 
The peasants should give up their prejudice and use the 
night-soil which is a good fertilizer. The fertility of the 
soil may also be improved by the cultivation of ieguminus 
crops in rotation. The use of amonium sulphate, amonium 
phosphate, green, manures, oil-cakes, fish manures and 
bone meal should be encouraged. The Agricultural Depart¬ 
ments and the Fertilizers Committees should try their 
utmost in finding out the best kind of manures and furni¬ 
shing the cultivators with the necessary advice. 


(art) Provision for Reserve Fund and Cattle Insurance : 
—The want of a reserve fund to fall back upon in times of 
famine or failure of crops is another difficulty which must 
be overcome. The mortality oE cattle which occurs 
frequently in India means a great handicap and urges a 
scheme for insurance of cattle by co-operative method. 
When these have been secured the agricultural distress will 
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be less acute and agricultural industry will proceed on 
scientific lines. 

Sec. 3(a). The Activity of Government in relation to 
Agriculture. 

Agriculture is the principal industry in India ; the 
Government of the country should not remain indifferent 
but should try its best to improve the condition of agri¬ 
culture in all possible ways. Let us see what the Govern¬ 
ment has done towards improvement of this industry. 

(0 The prosperity of this industry is intimately con¬ 
nected with a regular supply of water during the season 
when crops are sown. The supply of water from heaven 
is uncertain and irregular. The Government has for that 
reason to make provision for irrigation. The irrigation 
works opened by the Government are not sufficient to solve 
the problem of irrigation in India. The Government has 
utilized the Famine Insurance grant in constructing the 
major irrigation works but the total amount of capital 
which the Government lias invested in this direction does 
not exceed Rs, I53‘]8 cvores. The total acreage irrigated 
by the Government is not less than 3T8 million acres but 
when we consider the immensity of the need we can say 
that the Government should increase its expenditure in 
this direction. 

tii) Another important activity of the Government 
towards improvements of agriculture has reference to the 
preservation of the forest. The Government of India has 
taken up the task of preserving the forest by creating a 
forest department, 

(ml The spread of agricultural knowledge is another 
important function which the Government has to perform. 
With a view to removing the chronic ignorance of the 
peasants the Governments have established Departments of 
Agriculture whose chief function is to find out a general 
plan of work, to diffuse agricultural knowledge, and to 
supervise all works connected with agriculture. Again, the 
Government of India and the various provincial govern¬ 
ments have taken stops to establish laboratories, model 
farms, and agricultural schools and colleges at New Delhi, 
and at some other places but its endeavour in this coutmc- 
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tion is not as yet quite satisfactory. The Government has 
sometimes taken recourse to broadcasting by means of 
which daily instructions devised by experts on essential 
matters of rural and individual economy can be imparted 
simultaneously to scattered villages. 
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(h>) Facilities have been provided for University educa* 
tion in agriculture and the candidates for the B, Sc, degree 
are growing in number* To encourage research work the 
Government awards scholarships to students who are 
desirous of going abroad to learn the secrets of agriculture. 
The Agricultural Departments of the Provincial Govern¬ 
ments are carrying on demonstration work and propaganda 
with a ,view to familarizing the agriculturists with up-to- 
date methods of production An all-India Council known 
as the Imperial Council of Agricultural Research has been 
created with a view to promoting and co-ordinating agricul¬ 
tural research throughout India. The Government contri¬ 
buted Es. 25 lakhs in two years to the initial endowment 
fund of Es, 50 lakhs for Research Council as recommended by 
the Agricultural Commissions, This Council of Agricultural 
Research has provided considerable amount of money for 
the investigations of the possibility of improving cane 
crushing and boiling plants utilised in the production of 
sugar in open pan system. It has also sanctioned a scheme 
costing Rs, 2,18,772 for expediting the work of the Bengal 
Government in regard to commercial rice. It has also 
provided substantial amount of money for the investiga¬ 
tions of the problems of fodder and grain. Considerable 
amount of money has also been sanctioned for Physical and 
Chemical researches on soils and for the control of pests 
which affect foodgrains. The activities of this Imperial 
Council have not been fruitless. We find in the market an 
approved crusher designed to crush one ton of cane per 
hour. Better qualities of paddy seeds have been discovered 
and the Governments have taken steps to distribute 
improved variety of seeds and to familiarise the peasants 
with artificial manures and improved implements. A kind 
of grass known as the Napier grass has beeen found to 
contain the best nutrition for cattle. The Imperial Govern- 
meet has been maintaining the following other institutions 
of all India concern, vie.. Imperial Institutes of Veterinary 
Eeseareh, Muktesar, Imperial Institutes of Animal 
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Husbandry and Dairying, Bangalore and Wellington, 
Imperial cane-breeding station, Coimbatore* 

(r) Valuable assistance has been given to the agricul¬ 
turists by providing facility for marketing of agricultural 
produce and by the passing of the standards of Weights Act, 
1989. A marketing section lias been recently established 
under the Imperial Council of Agricultural Research. The 
Central Government has already appreciated the importance 
of marketing organisation. The Central Marketing stall has 
been constituted and tins staff has been in collaboration 
with the Provincial Marketing staffs carrying on its functions 
on the following three lines—U) investigation work, (2) 
development work and (3) work on grade standards. On the 
basis of the report submitted by the Central Marketing Staff 
the Government of India passed the Agricultural Produce 
(Grading and Marketing) Act, 1937 in order to promote 
better grading of agricultural produce. Arrangement has 
also been made for a Market News Service by means of 
weekly Broadcast from the Delhi Station of the All-India 
Radio, This when supplemented by Provincial News 
Agencies will surely go a greatway in standardising the 
prices of important crops- The necessity of suitable 
warehouse facilities is keenly felt in India* This should 
attract the immediate attention of the Marketing organisa¬ 
tion and steps should be taken for creation of licensed 
warehouses on American model and for the issue of ware¬ 
house certificates in order to enable the agriculturists to get 
loans against such certificates and thus to wait for better 
prices of their produce. 

(m) The Government makes provision for a lump sum 
grant for the establishment of granaries and for buying 
implements but tho grant is too inadequate for the purpose, 

(im) Tho Government has established breeding farms 
at different centres for the proper breeding of cattle, The 
Veterinary Colleges have been established and veterinary 
surgeons have been appointed for the treatment of diseases 
with which tho cattle are generally attacked but there is no 
substantial progress in this direction* i 

(viii) With the object of solving the problem of ugriouh 
tural indebtedness arrangement has been made by the 
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Government for the grant of Takavi loans but provision 
is too small to solve such a big problem. 


(t#) The growth of Co-operative Credit societies has 
been stimulated by the passing of wholesome legislation 
and a Co-operative Department has been opened to super¬ 
vise the affairs of co-operative societies. 

(;r) Tenancy laws have been passed with a view to 
protecting the poor and illiterate ryots from the oppression 
of landlords and to giving them some right in the soils. 

(xi) The Government has imposed export duties on 
manures, raw materials and foodstuffs when such export 
affects the agricultural prosperity of India* Import duties 
have been imposed on wheat, sugar and rice in order to 
protect that agriculturists against imports of cheap foreign 
trade, 

(xii) The Government appointed a Royal Commission 
on Indian Agriculture to examine and report upon the condi¬ 
tion of Indian agriculture and rural economy and to suggest 
schemes for improvement of Indian agriculture. 

We cannot ignore the efforts of the central and the 
Provincial Government for the improvement of agriculture 
but the contribution in this connection falls far short of the 
requirements. In 1936-37 the total expenditure in this 
sphere was about 3 crores only. 


Sec, 4, Agricultural indebtedness and its causes, 

(1) The Indian peasants are over head and ears in debt. 
There arc very many causes that have been responsible for 
this indebtedness* The most important of these causes is the 
defective credit system of the country. The agricultural 
bank is conspicuously absent in this country and the poor 
peasants have no other alternative than to borrow money at 
an exorbitant rate of interest from the village money-lenders. 
This exorbitant rate is charged because the money-lender 
undertakes the risk of non-payment when he tends money to 
an improvident agriculturist whose occupation yields an un¬ 
certain income. The decline of the village community 
which formerly checked the usurious policy of the village 
money-lender, and the oasy mode of recovery provided by 
the British courts which till recent legislations could not go 
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behind the contract went to strengthen the grip of money- 
lenders over the Agriculturists. These money-lenders, again 
^ere tempted to extend their lending business because of the 
increase in the value of land security since the commence¬ 
ment of British rule in India. 

(2) The next important cause is foreign competition (ii) Foreign 

^bich lowers the price of Indian goods. competition. 

(3) Periodical droughts and famines and the diseases ([[\) p Pr io ( ii- 

wjth which the peasants and their cattle are attacked play cal drought 
no less i mportant a part, and famines. 

(4! An increase in the revenue to be paid by the (jv) Revenue 
emporary settled districts has its effect upon agricultural extorted by 
indebtedness* the Govt* 

. ® The improvident habits, bad social customs and (vj Improvi- 
htigious character are not less important factors. dent habits. 

Ct>) Ignorance and conservatism of the people* their (vi) Ignor- 
ill health and inefficiency are also responsible for their ance and 
indebtedness* conservatism. 

(7) The agriculturists have also to repay a large amount * *,* p 

of ancestral debt* They do not know their legal position j^” nt 0 G |^_ 
and scrupulously repay all debts of their fore-fathers even costral debts, 
when they inherit no property. 

(8) The cost of production is higher in India on (viii) f rag- 

account of the sub-division and fragmentation of land and mentation of 
the consequent small scale of production. l antJ < 

(9) The absolute dependence upon agriculture for sub- Want 
sistence* tbe decline of the cottage industries and absence of*subsidiary 
of subsidiary sources of income make it almost impossible for sources of 
tbe Indian peasants to clear their debts when tbe crops fail, income. 

(10) India has to sell its raw materials in foreign . . 
countries and if it fails to adjust its production to the total production 
demand both internal and external, tho result is over¬ 
production which bads to a fall in prices. 

(11) Insecurity of harvest owing to absolute dependence Insuftt- 
upon heaven for tbe supply of water and absence of facilities dent imost- 
br cheap and easy bans stand in the way of sufficient meat of 
investment of capital in agriculture and introduction of Crt i” lfl ^ 
scientific process of cultivation and thus affect the economic 

position of the ryots. 
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(12) Absence of organised market where the agricul¬ 
turists can sell their crops at suitable prices is another cause 
of their indebtedness. The agriculturists have little or oo 
idea of the market of the crops they turn out. Sometimes 
they stipulate during the time of borrowing money to sell 
their crops at a certain fixed price to mahajans who reap 
all the profits that a rise in price may bring them. Besides 
these unscrupulous Mahajans there are many other brokers 
and middlemen who manage to purchase the crops fiom 
the agriculturists at a price which is much lower than the 
proper price. 

(13) A rise in the standard of living during the war 
when the price of agricultural crops rose and an attempt 
to maintain the standard in these days of depression have 
augmented the indebtedness of the agriculturists. 

(14) Lastly, artificial rise in the value of rupee as 
effected by the Government has lowered the price of agri¬ 
cultural crops and told heavily upon the fortune of the pool 
peasants. 

As a result of this indebtedness most of the Indian 
peasants have been deprived of their proprietory interest in 
the land and the village money-lenders have managed to 
become the proprietors of the land of their village. This 
transfer of land from the hands of the agriculturists to 
the money-lender is a great evil which every Government 
should try its utmost to remove. 

Sec. 4(a). The Policy of the Government regarding 
agricultural indebtedness. 

The indebtedness of the agriculturists is one of the most 
intricate problems that deserve immediate solution. An 
accurate estimate oE rural indebtedness is not available. 
According to the reports of the various banking committees 
it stood at Rs. 900 crores in 1929 and has considerably 
increased since then. The various provincial Governments 
responsible as they are for the peace and tranquillity of the 
provinces placed under their control have to tackle this 
problem. It is interesting to note what measures they 
have adopted with a view to removing this acute distress of 
the poor and helpless peasants. Sir Edward Maclag&n in 
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right# mud rcspomibiiities and regulate their affairs accor¬ 
dingly. Tbt Government has sometimes favoured the 
i&rvcidGimsts during periods of famine with suspension ami 
trmi^Lon of bad revenue- AH these efforts have scarcely 
improved the economic position of the ryots. The Govern- 
went lus, however, opened postal savi nils-hanks in the rural 
areas where the agriculturists may deposit their humble 
savings and avoid debts by withdrawing their savings in 
years of scarcity. 

Under the second class of Government measures are in¬ 
cluded all those efforts which the Government has made with 
a view to protecting the agriculturists from the extortion 
and oppression of the village money-lenders. The Usurious 
Loans Act allows the judges to use their discretion with 
regard to hard and unconscionable rate of interest. The 
judges while passing decree may direct a payment by instal¬ 
ment and give the poor agriculturists a fair chance of re¬ 
paying their debts conveniently. The homesteads of the 
agriculturists as well as their tools and implements have 
been exempted from attachment in execution of a money 
decree against them, Id view of the straitened circum¬ 
stances of people some provincial governments have fixed 
by statute the rates of interest chargeable on secured and 
unsecured debts. In the Punjab an Act known as the 
Punjab Regulation of Accounts Act (1930) has been passed. 
This Act now regulates the business of money-lenders and 
obliges them to keep regular account-books and to provide 
the debtors with a statement of accounts every six months. 
This act is intended to check the mal-practices of usurious 
money-lenders. The various provincial Governments are also 
considering the advisability of passing an enactment on the 
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model of tbe British Money-lenders Act of 1927 which 
has introduced among other things a system of licensing 
money-lenders. 
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The Government of Bengal passed two Acts The 
Bengal Agricultural Debtors Act, 1935 and the Bengal 
Money-lenders Act, 1940. Tbe former Act makes provision 
for the restriction of usufructuary mortgages to a maximum 
of fifteen years and for the establishment of Debt Settlement 
Boards each consisting of a chairman and not more than 
four other members to be appointed by the local Govern¬ 
ment, The Boards are authorised to determine the amount 
of principal and interest due by the debtor and pass an 
order accepting an offer of the debtor which appears to the 
Board to be fair. These Boards have also been empowered 
to declare a debtor insolvent when they are convinced that 
his debts cannot be reduced to an amount which he will be 
able to repay within twenty years. The latter Act fixes the 
maximum rate of interest recoverable on secured and un¬ 
secured debts and introduces a system of licensing money¬ 
lenders and compels them to keep systematic accounts. 

The third class of Government measures include legisla¬ 
tions restricting alienation of agricultural land. The landed 
property serves as a security against jvhich money is 
advanced by the money-lenders. For this reason any 
restriction placed upon alienation of land will obviously go 
to reduce credit of the agriculturist and thus avoid many 
unproductive debts. The Punjab Land Alienation Act ol 
1901 has this object in view. Under this Act the agricul¬ 
turists are not allowed to transfer their land to any one 
belonging to non-agrieuUural classes nor can the latter take 
an agricultural land in mortgage for more than twenty 
years. Although this Act has succeeded in restricting me 
credit, this restriction of credit has not always been bene¬ 
ficial and tbe agriculturists suffer greatly on that aeeoun . 
Again, the Act has impeded the progress of agriculture m 
another way. The intelligent townsmen are given WtW 
opportunity to use their capital and enterprise for tne 
improvement of agriculture. The Act has also enhanced 
the privileges of an agriculturist .money-lender who can nou 
charge a heavier rate of interest. 

The Government has also tried to remove the agricul¬ 
tural indebtedness by the grant of Takavi loans at a very 
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low rate o( interest hut this generous offer lias not been 
cordially accepted by the poor and ignorant peasants on 
account of the rigid formalities involved in such lending 
operations. To remove the agricultural indebtedness the 
Government has taken steps for the development of Co- 
operative Credit Societies. 

The Government should follow the examples of Japan 
and U. S. A. and make provision for substantially large 
amount to be spent for improvement of agriculture. A large 
portion of the sum allowed should be spent in rural uplift 
work because no amount of research work can produce any 
tangible result unless the rural people have been made to 
change their ^present callous attitude for the better and 
an attempt is made to bridge the gulf between research 
worker and the actual cultivator as recommended by 
Russel-wright report. The problem of village uplift should 
receive sympathetic consideration from the Central and 
Provincial Governments. In recent times several village up* 
lift schemes have been drawn up. Of these Brayne's scheme 
in the Gurgaon District in the Punjab, Sir Frederick Sykes' 
scheme in Bombay are important. The Provincial Govern¬ 
ments should take keen interest in the matter and prepare 
schemes in consultation with the Central Government which 
has already set apart a crore of rupees for tins purpose. J 

Sec, 5, Co-operative Credit Movement. 

We have seen above that Co-operative Credit Societies 
have been established with a view to providing the poor 
peasants with cheap and easy credit. We shall now discuss 
the co-operative credit movement in all its various forms. 
The suggestion of the establishment of the co-operative 
credit societies of the Raiffeisen type came from Mr. F. A. 
Nicholson who had been asked by the Government of 
Madras to inquire into and report upon the possibilities of 
the establishment of agricultural banks in Madras. On the 
basis of that recommendation many co-operative societies 
came into existence in several provinces c. g> Madras, 
Bengal, the United Provinces, and the Punjab, 

When several such banks or societies were established 
in different provinces the Government felt the necessity of 
passing an Act which would take these societies out of the 
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general laws regulating the establishment of ordinary com¬ 
panies and which would make provisions for conferring 
certain privileges upon the members of such societies* 
Accordingly, an act was passed in 1904 making detailed 
provisions for the formation of co-operative ■ credit societies 
and the nature of business to be transacted by them. Let 
us now study the important provisions of this Act 

(l) The co-operative credit societies might be either 
urban or rural The societies of which four-fifths of the 
members were agriculturists were known as rural societies 
and those which were formed otherwise were called urban 
societies* The minimum number of members was 10 in each 
case* The applicants and future members should belong 
to the same village or town* 


(2) The business of these societies was to accumulate 
funds partly by means of shares, deposits and entrance fees 
from the members and partly by means of loans from out¬ 
siders and to utilize the funds by way of loans to the 
members at a rate higher than the rate at which mone^ bad 
been borrowed by the societies but still lower than what 
would have been charged by the village money-lenders. 

(3) There was in each Presidency a Registrar of Co¬ 
operative Societies who was in charge of those societies and 
who was entitled to audit the account of the societies. The 
Government retained the right of wide rule-making powers, 
of compulsory audit and inspection and of compulsory 
dissolution of society when necessary* 


( 4 ) The urban societies differed from the rural ones 
both in respect of liabilities of the members and the division 
of profits among them. In rural societies the liability of 
the members was unlimited while in urban societies e 
matter was left to the option of the society concerned* 
Generally, there was limited liability in urban societies* 
Again, in rural societies no provision was made lor tne 
distribution of profits among the members* At the end 
of the year the profits were to be transferred to a Reserve 
Fund and a bonus might be given when the Reserve bund 
had reached a certain figure* In urban societies on the 
other hand only one-fourth of the profit was to be trans¬ 
ferred to the Reserve Fund and the rest was divided among 
the share-holders* The urban societies had most of the 
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features of co-operative societies winch were started in 
Germany by Schulze Delitzch, 

The Jcf of 19TJ .—Tlie Act of 1904 were solely concerned 
with the co-operative credit societies ; but as time wont on 
other co-operative societies of different character made their 
appearances. Various Central Unions and Central Banks 
came to finance and control the primary credit societies. 
An Act was, therefore, needed to give recognition to such 
new societies and to remove the defects of the old Act. The 
Act of 1912 was accordingly passed. The Act recognised 
the existence and formation of societies which were other 
than credit societies. It abolished the distinction that was 
formerly drawn between urban and rural societies but it 
retained the characteristic of unlimited liability in the case 
of rural societies. This Act made provision for the formation 
of three kinds of Central societies viz,, unions among Co¬ 
operative Credit Societies, Central Banks and Provincial 
Banks and for the distribution of profits in case of credit 
societies with unlimited liability. The term ‘unlimited 
liability’ requires some explanation. It means contribu¬ 
tory unlimited liability* that is, when there is a deficit in 
the engagement of a society to its creditors, this deficit 
should after a full payment of shares if any, be recoverable 
by a series of per capita levies upon the members up to the 
full extent of their property ; direct proceedings by a 
creditor against constitutional members being forbidden. 

Sec, 5(a), Fundamental Principles of Co-operation. 

Co-operation aims at improving the material conditions 
of the poor and isolated persons by their combined efforts. 
There must be certain fundamental principles upon which 
co-operative organisations should be based in order that the 
aims of co-operation may be achieved in the long run. These 
principles may be stated thus ; 

(ft) The principles of free association : co-operative 
sooiefciefi should be the outcome of voluntary 
associations of members- People should not bo 
compelled to form such a society because com¬ 
pulsion cannot make any organisation a success, 

(6) The principle of proximity : The society should 
, be formed by members who live within a pnrti- 
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tnikr area. The principle is insisted upon with 
a view to ensuring intimacy and familiarity 
among members. 

(c) The princp! e of egualily : The members should 
enjoy equal status and have the same voice in 
the affairs of the society. 

W) The principle of solidarity : The members 
should stand or fall together. The sense of unity 
should be strong enough to overcome their 
personal differences* The members should be 
conscious of their collective responsibility. 

(^) The principle of economy : The fund of the 
society should be utilized with the greatest care 
and caution. The members should be on their 
guard so that money is not lent out for unpro¬ 
ductive purpose against insufficient security. 

(/) The principle of pence : The co-operative 

societies should not be a militant oigamsation. 
Their aim is no doubt to eliminate the money¬ 
lenders or middlemen who are sucking the blood 
of the poor villagers but they should attain their 
ends in a peaceful way* 

Sec. 5(b)* What are the qualities required id co- 
operators. 

The success of co-operative credit societies depends upon 
the following qualities of their members 

(i) Honesty : The . success of a co-operative credit 
society requires an honest dealing between members. 
No member should conspire with another in making 
a loan which he honestly believes to be unprofitable 

and risky, 

(it) Intelligence : The members should understand 
clearly their duties and responsibilities and that is 
scarcely possible unless they are intelligent. 

(Hi) Thrift : The members must not be extravagant. 
They should make the best use of money borrowed 
from society and should never borrow money for 
unproductive purposes. 
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r ' Punctuality : Great punctuality should be observed 
in tiie matter of repayment of debt, Unless this 
h done the stability of the society will bo in 
danger. 

(r) Self-Reliance : The members should inculcate the 
spirit of self-reliance and approach the society for 
loan only when they are Quite helpless. 

(n) Fellotv-feeling : The members should treat one 
another sympathetically and should not bear any 
grudge against others. They should learn how to 
sacrifice their own interests for common welfare. 

Sec* 6. What the Government has done for Co¬ 
operative Societies. 

The Government has done a great service to the peasant 
community by stimulating the establishment of co-opera¬ 
tive credit societies. Such a stimulus has been given by 
the Government by conferring certain privileges upon these societies, 
societies. The Government has, however, retained the 
power of controlling the co-operative societies by auditing 
their accounts and by making necessary laws for their 
guidance. The following are the privileges granted to the 
cooperative credit societies, 

(1) Exemption from payment of stamp duties, income- 

taxes, etc. 

(2) Summary methods of realising the debts due to the 

societies. 

(3) Entry in the account hook of the company is a 

sufficient evidence for the recovery of money. 

(4) They have priority over the claims of other credi¬ 

tors next to land revenue. 

(5) The shares are exempted from attachment for the 

private debts of the shareholders. 

The Government has also been found to grant financial 
help to new societies. The Government of Bombay lias Grant of 
taken a keen interest in the development of co-operative Tak&vi 
societies. With a view to enabling the Provincial Co-opera- 1 ti us 
tive Bank to raise long term capital it has proceeded to Govoni- 
guaranteo a minimum rate of interest payable on debentures ment. 

6 
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issued by the Bank, The Government is also advancing 
Takavi loans through the agency of co-operative societies 
and is helping these institutions in all possible ways* The 
amount of financial help rendered by the Government is 
still insufficient when compared with the total capital of 
co-operative societies and does not exceed 3 per cent of the 
total capital invested in these societies. Nevertheless the 
propaganda work of the Government for popularizing these 
societies has a value which cannot be measured in terms of 
money* Although the success of the co-operative move¬ 
ment lias been due to the efforts by the Government the 
movement has passed the initial stages and now can do 
without official patronage, Again, rigid official control over 
the co-operative organisation hampers the natural growth 
and kills that spirit of self-reliance on which their success 
depends. Hence> in modern times we find a tendency 
towards transfer of control from the Government to the 
non-official honorary workers. The Central Banking 
Enquiry Committee recommended that the audit of the 
accounts of co-operative societies should be made by District 
Union composed of affiliated societies within the district. 
The Madras Government have taken the lead and have 
already appointed a non-official honorary Registrar. The 
Government of Bombay has organized the Bombay Central 
Co-operative Institute which has a non-official President, 


Sec- 7; Different kinds of Co-operative Societies* 

There are three classes of such societies :—(0 The 
Primary Societies, (ii) The Central Banks, (iii) The Pro¬ 
vincial Banks, 

The primary societies again may be of various kinds 
(l) agricultural, (2) non-agricultural, (3) credit, (4) Hon¬ 
ored it. 

(i) Organisation of Primary Societies* 

Agricultural credit societies may be formed with a 
minimum of ten members residing in the same village. The 
number of members may be increased but it should not 
exceed one hundred in order that efficiency of administration 
may be maintained. Residence in the same village is 
necessary in order to ensure mutual knowledge and control. 
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The liability of the members is unlimited unless per- 
mission is obtained from the Government for exemption 
from this rule. The management of an agricultural society 
is entrusted to two bodies, namely, a general committee 
consisting of all the members and a managing committee 
consisting of five to nine members chosen from among the 
members of the general committee at its general meeting 
held annually. The managing committee lias to work out 
the details while the general committee is concerned with 
the general policy of the society and has to consider the 
orders and reports of the registrar and auditors. 

The capital of the society is derived from entrance fee 
paid by members, deposits from members, share capital if 
any, surplus assets in the reserve fund of the society and 
loans and deposits from other societies, from the central 
financing agencies like the central and provincial co-opera¬ 
tive banks and from the Government. The fund thus 
accumulated is lent out to members for three distinct pur¬ 
poses :—(i) productive purposes, (ii) unproductive purposes 
and (iii) redemption of past debts. The rate of interest 
charged on these loans is slightly higher than the rate at 
which money is borrowed by a society and easy instalments 
are allowed for the repayments of debts. The security 
demanded is generally personal in character, The borrow¬ 
ing members are generally asked to furnish securities from 
among the members, material security in the form of mort¬ 
gage of land, if not altogether excluded, is rarely demanded 
m order to enable the poor borrowers to reap the benefits 
of co-operative credit societies. 

All profits of a rural society are generally carried to the 
reserve fund. In exceptional cases some portion of the 
profits may be spent for education and for the distribution 
°f limited dividends on share capital where there is any. 

The societies have been given summary powers in res¬ 
pect of realisation of arrears and this is a special privilege 
which they enjoy. In some provinces arrangement has 
been made for arbitration of disputes arising between a 
Booiety and its members. This avoids the loss of time and 
money which a litigation in a civil court involves. 

J The power of dissolving a society has been vested in a 
Registrar who can exercise this power after a regular 
inquiry into the affairs of the society. 
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The non-agricultural societies are gradually gaining 
ground although the progress of co-operation in this sphere 
has not as yet made a headway. Co-operative organisa¬ 
tions of village artisans like weavers, carpenters for the 
purchase of raw materials and sale of finished products are 
gradually growing in number. People's Banks have been 
established in many Urban areas in Bengal and Bombay to 
provide the merchants and artisans with short term loans. 
At present there are 14076 non-agricultural societies with a 
membership of 1603141, of these 6003 are non-agricultural 
credit societies. Non-credit organisation both in the agri¬ 
cultural and non-agricultura) sphere has manifested itself 
in the form of societies for various purposes, such as pro- 
duction, housing, insurance, purchase and sale. The pro¬ 
ductive organisations have succeeded in overcoming the 
difficulties of small-scale producers to a great extent. Subs¬ 
tantial improvement in the method of joint cultivation with 
the help of up-to-date appliances has been effected by these 
organisations. These societies are generally organised on 
limited liability basis. There are several Dairy Societies 
and Weavers’ Societies based on unlimited liability. Dealings 
with non-members are prohibited except in the case of 
purchase and sale societies. In Bombay the Government 
has appreciated the importance of co-operative weaving and 
is encouraging the weaving societies by running weaving 
schools. In some provinces co-operative stores have been 
started and the immense benefit which these stores bring to 
the consumers will surely go to increase their number in 
the near future. In commercial towns the importance of 
co-operative housing has been recognised and efforts are 
being made by the Government of Bombay to render finan- 
cial help to the Building Societies with a view to provid¬ 
ing the middle class communities with dwelling houses at 
a cheaper cost. 

Guaranteeing Unions : A number of primary societies 
may combine and form banking union, supervising union, or 
guaranteeing unions. Such unions among the co-operative 
credit societies stimulate the spirit of co-operation and the 
surplus fund of one is utilised in meeting the demands of 
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others. The management of such unions is in the hands 
of union committees consisting of representatives of the 
various member societies. The banking union which has 
been functioning in the Barotla State may, in addition to 
financial service, easily undertake the function of supervision 
over the member banks. This type of union may be con¬ 
veniently extended elsewhere, A purely supervising union 
which is to be found in Madras and Bombay functions 
merely as supervising agency with the help of a paid 
secretary and a sub-committee. The guaranteeing unions 
xx 1 1 icb exist in Burma determine the extent of external 
borrowing of the member societies and guarantee the loans 
to be tendered by the Central Banks. They serve as a link 
between the primary societies and the Central Banks, The 
Maclagan Committee recommended the creation of such 
unions. It also emphasised the importance of Central 
Banks which would help the societies in times of financial 
difficulty. The efficiency of the supervising and the guar¬ 
anteeing unions has been doubted by the Committee on 
cooperation in Burma and by the Thomas Re organisation 
Committee of Bombay. 

(ii) The Central Banks may be of three different types : 
Capitalist, mixed and pure. The Capitalist Central Banks 

hke ordinary joint-stock banks dominated by individual Central 
shareholders and render financial assistance to the primary Banks, 
societies occasionally. The Mixed Central Banks consist 
partly of societies and partly of individuals. The influence of 
these banks on the co-operative societies is immense. The 
pure central banks represent the ideal type of Federal Banks 
imd consist of societies only. The individuals have no place 
there. These are to be found in Bengal and in the Punjab. 

In 1938 there were 599 central banks with a total working Different 
capital of Rg, 29 5 orores, These banks derive their kinds of 
capital from the following main sources viz. (a) share capital* 1 

m) reserve! (c) deposits and (d) loans. These banks supply 
lbs primary societies with the additional funds required by 
thmm The societies again, deposit their surplus capital 
With the Central Bank so that the latter may apply the 
siune in meeting the deficiency of the working Capital of 
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other societies. The Central Banks sometimes act as super¬ 
vising agency to supervise the affairs of member societies. 

The profits of the Central Bank are partly appropriated 
to the Reserve fund and the remainder is distributed as 
dividends to the shareholders* 

(hi) The Provincial Banks that have been established 
in several provinces of India hear the same sort of relation 
with the Central Banks as the latter bear with the indh i- 
dual societies* They supply the Central Banks with funds. 
They bear a close relation with the ordinary Joint-Stock 
Banks and sometimes lend their surplus capital to these 
banks so as to finance trade and commerce during the slack 
season of agriculture. The Joint-Stock Banks, again, help 
the Provincial Banks with funds they require for supplying 
the Central Banks and Primary Societies with the requisite 
amount of capital Thus we find that a good deal of soli¬ 
darity of interest exists among the three classes of organi¬ 
sations mentioned above. There are as many as IP 
Provincial Banks with a total capital of Rs. 12 3 crores. 

The constitution of these banks is of a mixed cha¬ 
racter. The members generally consist of individual share¬ 
holders, co-operative societies and central banks. These 
banks raise their capital mainly by means of deposits from 
the affiliated societies as also form the public* 


Sec, 8. Number of Co-operative Societies. 


The number of co-operative societies in India is going 
on increasing day by day. The number of agricultural 
societies is larger than that of other societies. In 
there were as many as 95706 agricultural societies with a 
working capital of about Rs. 32 crores and total member- 
ship of 20 lakhs. 


In Bengal there are about 24121 co-operative societies 
at the present time. These are mainly credit societies. 
The non-agicultural societies which comprise the weaving 
societies, the fishermen’s societies and milk societies are 
2812 in number, This shows that spirit of co-operation is 
not as yet very keen in these spheres of human endeavour. 
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A Lible containing tin? operations of Co-operative Societies 

in 19137-36, 
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Sec* 9. Scope of co-operation in the Field of Agri¬ 
culture : Benefits from Co-operative organisation. 

India 13 a country where the people are mostly illiterate 
and conservative. They are found to spend their humble 
^cornea reoklessly. Again, they are less enterprising and 
will not take the trouble of borrowing money from a distant 
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village though money can be had there at a lower rate of 
interest. A study of these characteristics of the Indians 
led Mr. Nicholson to prefer the co-operative credit societies 
to State or Central Banks, The co-operative credit societies 
have the following advantages :— 

(1) Such a society may he formed in villages so that 
the villagers may be in a position to borrow money in their 
own village and may not have to go abroad in search of 
creditors. (2) The villagers who will form such association 
will know one another and their confidence in the institu¬ 
tion will for that reason he stimulated. (3) The villagers 
will fully appreciate the advantages of such a society and 
invest their surplus income in it. (4) There will be no 
necessity for the migration of capital from the village. 
(5) The members of such a society will generally live in the 
same village or adjoining villages and will be able to watch 
whether money borrowed is spent for the purpose for which 
it is borrowed. (6) Such societies will help the Govern¬ 
ment in publishing scientific knowledge regarding agriculture. 
(7) The co-operative credit societies make it possible for 
the poor peasants to get loans at a lower rate of interest. 
They understand the utility of becoming members of such 
societies and deposit their humble savings in the vault of 
those societies. The funds that would have remained idle 
are thus invested to the benefit of the poor agriculturists. 
In short, the co-operative credit organisation will liberate 
the poor peasants from the “usurers yoke 1 ', 

(8) The principles of co-operation may be profitably 
adopted in other spheres of agriculture. In the sphere of 
marketing It brings immense profit. The middlemen may 
be ousted and the agriculturists may by means of co¬ 
operative marketing reap the whole fruits of their endeavoui. 
Co-operative organisation may help the agriculturists in 
procuring better implements, manures and seeds at 
moderate prices. The principle of co-operation may be 
applied to insurance of cattle. Consolidation of holding 
and joint cultivation on a co-operative basis may yield satis¬ 
factory results. The agriculturists may also form Consum¬ 
ers’ association and this will enable them to get the articles 
they require at a cheaper price. 

Co-operative irrigation societies may be conveniently 
formed to improve the system of irrigation by combined 
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effort. In Western Bengal there are about 100 irrigation 
societies. Co-operation may yield successful results in 
dairy-keeping and other rural industries in which agricul¬ 
turists are engaged. The Calcutta Milk Union with which 
have been affiliated 108 rural societies producing and 
supplying in ilk to the distributing centre in Calcutta stands 
as monumental institution and speaks of the success which 
co-operative non -credit organisation can attain. In modern 
times \ve also find in certain provinces a tendency towards 
formation of agricultural non-credit societies for improve* 
ment of education and sanitation and for the prevention of 
diseases in the rural areas. The anti-malarial societies 
have been formed in many rural areas. These societies 
raise money by way of subscription* provide for free 
medical treatment and thus save many a people from the 
cruel hands of malaria and kala-azar, 

(9) Other benefits derived from co-operative societies 
are social * moral and intellectual in character. The 
members of such societies have to conduct the detailed 
works and thus have the facility of gathering some business 
experience. People forming a co-operative society have 
honesty of purpose and give up their litigious spirit and 
extravagant habit. CIO) Again, the solidarity of interest 

the keen sense of co-operation which form the basis of 
such organisation make the peasants good and responsible 
citizens* 

(ll) The co-operative organisation brings with it cer¬ 
tain political or rather administrative benefits. A spirit 
of common interest, which such an organisation gives birth 
to lies at the root of every minor organisation that is to be 
found in villages for improving their sanitary condition, 
"he Government can easily perform its duties by granting 
aid to these organisations and the relation so created bet¬ 
ween the village organisation and the Government is of 
£reat political value. 

Sec, 10, Slow progress of the co-operative move¬ 
ment ; its causes. 

Although co-operative movement is gaining ground 
every year the rate of progress has not been satisfactory. 
The number of villages that at present derive the benefit of 
**0-operative societies is exceedingly small, This slow 
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growth of co-operative societies has been attributed to the 
following causes :— 

(1) The illiteracy and conservatism of the villagers 
which hamper the growth of co-operative spirit among 
them* (2) Want of self-reliance and increasing dependence 
upon the Government for the solution of each and every 
problem* (3) Want of that public spirit which makes a 
man honest in his dealing with others and generates a keen 
sense of responsibility in public affairs, Often we find that 
the funds of co-operative societies are misappropriated by 
those who are in charge of them, (4) The shortage in the 
supply of capital which makes it impossible for the credit 
societies to lend money for a long period of time, (5) Want 
of publicity of the accounts of such societies which often 
destroys public confidence in them, (6) Loans are made by 
these institutions for unproductive purposes to the influen¬ 
tial members with the result that the funds available for 
agricultural purposes are inadequate. (6tf) Terrible loads 
of over-due loans occasioned by the fall in agricultural 
prices and loose scrutiny of loan applications. (6fr) The suc¬ 
cess of co-operative movement has been hampered greatly 
by the ignorance of members and the absence of trained 
men as office-bearers. The Central Banking Enquiry 
Committee has emphasized the need of proper co-operative 
training and recommended the establishment of Provincial 
Colleges and an All-India Co-operative College for the train¬ 
ing of officers of the Department. Provision made by the 
Government in this direction is too inadequate to yield 
satisfactory results. (7) Want of an All-India institution to 
co-ordinate the activities of co-operative organizations. Such 
an institution will lead to greater mobility of capital from 
one province to another* The surplus fund of one province 
will be available for making up the deficiency of another. 

The international aspect of the question of co-operation 
was discussed in the Conference which met at Stockholm in 
1927. The Conference recommended the establishment of 
co-operative banks on a uniform basis so that the creation 
of an International Co-operative Bank might be possible in 
the near future* 

Sec. 11. The recommendations of the Maclagan 
Committee* 

This committee was appointed in 1914 to enquire into 
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and report upon the co-operative movements in India. 
The committee emphasised the necessity of a Reserve 
f und in the shape of surplus assets. The members should 
be honest in their dealings and there should be sureties 
behind all debts. Loans should never bo made for specula* 
tive purposes. Attempts should be made to encourage thrift 
and attract long-term deposits by offering higher rates of 
interest* Stress was laid upon the formation of guaranteeing 
unions which would serve as a link between the financing 
agencies and the primary societies and would undertake the 
supervision of the affairs of the societies. The Committee 
recommended that there should be original audit undertaken 
by a staff maintained by the societies and in addition there 
should be a super-audit by a special government staff, 
The Committee fully appreciated the usefulness of central 
and provincial banks and further recommended the establish¬ 
ment of an All-India Co-operative Bank which would render 
financial assistance to the Provincial banks. 

The recommendation of the Committee regarding the 
establishment of an All-India Co-operative Bank has not 
as yet been given effect to* The Co-operative organisations 
have been placed under the control of the Provincial Govern¬ 
ment since 1919 and the scheme for an All-India Bank has 
been thrown in the background. The Provincial Banks have 
however, adopted the policy of lending capital among them¬ 
selves and managed to receive financial help from the 
Imperial Bank of India* The newly created Reserve Bank 
also offers facilities for rediscounting the papers of the 
Central and Provincial Banks. All these arrangements 
finable the co-operative societies to reap some of the benefits 
which the establishment of an All-India Bank will bring 
with it but for closer co-ordination of work between the 
different provinces and the Indian States an All-India Bank 
or at least a Central Co-operation Board created on the lines 
^commended by the AlWndia Co-operative Conference, 
1934 is urgently needed. 

Sec. 11(a), Objects of Co-operative Credit Societies : 
How far the objects have been realised. 

The main object of Co-operative Credit Societies has 
been from the very beginning of their creation to provide 
the agriculturists with their much needed credit and thus to 
*H\ve them from the clutches of moneylenders whose 
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usurious policy has caused utter destitution. The authors 
of the Co-operative Credit Societies Act of 1904 intended by 
means of legislation to provide a simple machinery whereby 
the agriculturists will learn to combine and solve the 
problem of rural credit by combined effort. The object of 
the *4ct was to encourage the spirit of self-reliance and 
promote honest dealings among members who by virtue of 
their common residence in a particular village must be 
intimately known to each other. Co-operative Societies have 
already come to play an important part in the rural economy 
of India and we can safely say that they have been roughly 
successful in reducing the bold of usurious moneylenders by 
ushering in a system of controlled and restricted credit in 
the rural areas of India, In the matter of reduction or 
redemption of old debt their minor contribution has been 
supplemented by the fruitful activities of the Land Mortgage 
Banks. They have also stimulated investment in land and 
thereby helped the spread of scientific and more intensive 
cultivation of land which is urgently necessary to 
provide the growing population with adequate food and 
clothing. The education and moral influences of these 
institutions cannot be exaggerated* In fact the members 
constituting a Co-operative Society are found to have an 
honesty of purpose and merge their individual interest to 
the common interest of the society. 

All these bright features of the Co-operative Credit 
Societies should not lead us to conclude that these societies 
leave nothing more to be desired. In fact the progress of 
these societies has been very slow and has been restricted to 
areas where the rainfall is normal* They have not as yet 
made headway in areas of precarious rainfall. Again, when 
we study the movement more closely certain prominent 
defects at once attract our attention and demand immediate 
removal. These are—inadequacy of funds, bad debts, 
inefficient management, misappropriation of fund, defective 
audit, unpunctuality of payment, fictitious transaction and 
strong bureaucratic control* 

Sec* 11(b). Co-operative marketing and its possibi¬ 
lities* 

The agriculturists produce crops but they do not even 
care to know the condition of market and the price which 
their crops may fetch, They generally stipulate to sell their 
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crops to the mahajans who advance money. These muhajans 
are shrewd men and will not offer a ra mum era live price for 
the crops that they agree to purchase. Those agriculturists 
who are solvent and carry on production with their own 
funds may escape the grip of the tnahajans hut there are 
many other middlemen who misguide them and usurp some 
portion of the price which their crops might fetch. The 
result is that the price they get for their crops barely covers 
the expenses of production. The remedy lies in the adoption 
of co-operative method. The agriculturists may form among 
themselves Co-operative Sale Societies which would enable 
them to eliminate the intermediaries and to enjoy the whole 
profits themselves. The agriculturists have recently appre¬ 
ciated the utility of these societies and w T e find today 
considerable movement for co-operative marketing parti¬ 
cularly in Bombay t the Punjab and the Central Provinces. 
The most successful of these Sale Societies are the Cotton 
Sale Societies* In 1937-38 there were as many as 70S 
Purchase and Sale Societies doing useful services. In 
Bengal the number of Agricultural Purchase and Sale 
Societies was 73. Among them there are a few important 
societies concerned with the marketing of juto hut those 
appear to have been handicapped lately by faulty organisa¬ 
tion and inefficient management. The principle of co¬ 
operative marketing is gradually gaining ground. Thera are 
at present many such organisations for the purchase and 
sale of agricultural products like potatoes, tobacco, paddy, 
EUt and chillies. There is immense prospect for the success 
of these organisations provided the Government takes step 
by means of legislative enactments to remove aU present 
obstacles. Legislations of this kind have been passed in 
some provinces. The Cotton Transport Act has been passed 
to check adulteration in cotton. 

The question of co-operative marketing has been consi¬ 
dered by the various committees and commissions, The 
Agricultural Commission recommended the appointment of 

expert marketing officer under the Agricultural Depart¬ 
ment for each province while the Central Banking Enquiry 
Committee proposed the establishment of a Marketing 
Board having various functions to perform in connection 
with marketing. There are few other problems which 
deserve careful consideration, connected as they are with 
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the problem of marketing. One of these problems relates to 
the standardisation of weights and measures. Such 
standardisation adds greatly to public convenience and 
goes to extend the market for commodtiies. 

Establishment of warehouses where crops may be 
stored for sale is another problem that deserves particular 
attention. The grain elevator system may also be profitably 
introduced inasmuch as it will help greatly in the matter of 
grading and cleaning of crops and add to the profits of the 
agriculturists by widening the market for commodities* 

Sec, 11(e), Reserve Bank of India and Agricultural 
Co-operation, 

The Reserve Bank of India which now occupies the 
position of Central Bank has been authorised by statute to 
purchase, sell and rediscount agricultural bills and promis¬ 
sory notes maturing within nine months and bearing the 
endorsement of a scheduled bank or a provincial Co-operative 
bank* The object of this provision is to finance seasonal 
agricultural operations or the marketing of crops. The 
Reserve Bank has also been authorised to advance money 
for ninety days to provincial Co-operative banks and centra! 
land mortgage banks against Government paper and certain 
approved securities. It is also allowed to open ati Agri- 
cultural Credit Department, which it has already done, 
in order to study all questions of agricultural credit and to 
furnish the Government with its expert advice* The 
statutory provisions when given effect to will go to establish 
a wholesome relation between the Co-operative Banks and 
the Reserve Bank and will surely remove the long-felt want 
of an All-India Co-operative Bank as recommended by the 
Maclagan Committee. These expectations however have 
not borne fruits in view of the recent decisions of the 
Reserve Bank not to play the role of an apex bank supplying 
normal finance to the Co-operative Provincial Banks and 
through them to the primary agricultural credit societies. 
The statutory Report of the Reserve Bank makes it quite 
clear that the Bank being a Banker s Bank cannot afford to 
apply its fund in supplying normal finance to these Co¬ 
operatives credit agencies and advises the latter to stand 
on their own legs and depend upon their own resources 
a sound advice indeed. But mere advice however salutorj, 
cannot solve the problem of agricultural credit. Steps 
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should be taken to establish a more effective rotation 
bet ween the Reserve Dank and the Co-operative Banks 
within the limits of prudence by extending the functions of 
the Agricultural Credit Department of the Reserve Bunk. 

See. 11(d). Rectification and consolidation of the 
Co-operative movement. 

The defects of the co-operative movement which we have 
already enumerated in a previous section must he removed 
in order to ensure its progress. The following suggestions 
embodied in the Statutory Report of the Reserve Bank 
deserve immediate attention, 

11) Overdoes and long-term loans should be separated 
from the short term loans. Bad debts should be written Suggestions 
off from reserves and other funds and the portion which is statutory 
deemed recoverable should be recovered out of the assets of report of tho 
the member partly by sale of a part of his assets and partly Reserve 
by transfering the remainder of the assets to a Special 
Agency like the Land Mortgage Banks. 

(2) Accumulation of a strong reserve should be en¬ 
couraged by the adoption of a stricter policy of lending and 
by reducing to the minimum the granting of loans for 
unproductive purposes. 

(3) Reconstitution of primary credit societies on lines 
taid down in the Reserve Bank’s bulletin on village Banks 
^ud extensions of their functions so as to form multii^le- 
Purpose societies. 

(4) The creation of small Banking unions of the Kodinar 
Tuodel and the affiliation of primary societies to those unions. 

(5) Co-operative marketing should be developed from 
the very bottom by inducing the primary societies to take 
up the joint-marketing of agricultural produce raised by 
their members, 

(G) The existing Central and Provincial Co-operative 
’Banks should be re-organised with sufficient fluid resources 
a nd include in their directorate professional Banks with a 
to establishing closer connection with eminent commer¬ 
cial banks, 

(7) The training of Co-operative Staff should be em¬ 
phasized and adequate opportunities should be given to 
ft on-officials } n getting training in this line* 
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See. 12. Facilities of Transportation, 

The facilities of communication play a very important 
part in the economic development of a country, When we 
study the causes of industrial development of a country we 
cannot ignore the influence exercised by the opening of 
means of communication, Great Britain owes* we all know, 
its industrial success in no less degree to the excavation of 
the Panama Canals and to the construction of British 
railways. This has been the case with India too. 

See* 13. Economic advantages of Railways, 

(1) The Railways have driven out the economic isolation 
of primitive villages and have been responsible for the new 
spirit of inter-dependence to be found among different 
villages. The interchange of commodities between different 
parts of India has developed a commercial relation between 
the various parts, Again, we cannot ignore the relation 
which India now bears with many foreign countries in 
respect of the interchange of commodities, 

(2) The market for commodities has been widened and 
in consequence production on a large scale with all its 
advantages is now possible. The railways have fostered the 
growth of engineering industries which now supply some of 
the stores which were formerly imported from foreign coun¬ 
tries. The demand for railway sleepers and facilities of 
transportation have widened the market for timber and as 
a result of this the conservation of forest has received 
particular attention. In this way the railways have 
helped the industries substantially. 

(3) They have led to the localisation of industries in 
centres which afford natural advantages for such localisa¬ 
tion. 

(4) The services rendered by the Railways in preventing 
the recurrence of famines can never be exaggerated. The 
surplus crops in one part of the country can easily be 
transferred to the famine-stricken area to remove the 
distress of the people. 

(5) They have offered opportunity for the free mobility 
of labour and have thereby solved the problem of unemploy* 
rnent to some extent. The railways also provide a large 
number of men with employment. 
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(6) They 1mvo annihilated distances to the advantages 
°[ the pilgrims who can now satisfy the burning desire of 
visiting holy places easily and with nominal expenses. 

(7) The chief and easy means of communication have 

brought about an equalisation of prices all over India, The Equalisation 
price of crops in a particular village lias now little or o( ! >rice5, 
no reference to the amount produced in that village. 

(8) The rail ways bring considerable amount of revenue 
to the Government every year. They add to the total wealth 
^nd thereby increase the taxable capacity of the people. 

The railways, however, cannot bo regarded as an unmixed 
boon in India. They have facilitated the importation of Evils of 
cheap foreign articles and have thereby destroyed the railwa J' s * 
indigenous industries* They are in a way responsible for 
the poverty of the village artisans and tho consequent loss 
of resisting power in times of famine. They have thrown 
open to foreigners an opportunity of investing their capital 
in India and this has resulted in an exploitation of India’s 
resources. The railways have obstructed the natural 
drainage system and turned the villages into hot-beds of 
malaria and other diseases. 

Sec. 13(a). Benefits of Railways, social and political. 

We have discussed in the preceding section the econo¬ 
mic benefits of railways. Let us now devote our attention 
to the social and political benefits. 

Social benefits : The railways have brought different They have 
Parts of India into intimate touch with one another and hrWened 
have made free and speedy exchange of ideas possible, our mental 
They have broadened the mental outlook and we feel not ou 00 H 
ouly for our neighbours but also for many others of whom 
we hear in the newspapers. The railways have encouraged 
the growth of a spirit of tolerance and have weakened caste 
prejudices. 

Political benefits : The railways have considerably 
strengthened the political condition of the country by Tll0J . p rotcct 
protecting it against foreign invasions. The frontiers of the country 
India are now safe and the fear of invasion from Afgams- against 
than is lees. In the evont of internal disorder or external 
^figreseion, the existing troops may be easily re-inforccd 
Within a very short period of time, 

7 


98 


A FIRST COURSE OF INDIAN ECONOMICS 


The Railway 
history can 
be divided 
into three 
well-defined 
periods. 


The 

Guarantee 
system of 
Railway 
construction- 
The Govt, 
guaranteed 
the minimum 
rate of 
interest. 


Provision 
for purchase 
by the Govt, 


The defects 
of the 
Guarantee 
system led to 
its abolition 
in 1869* 


Sec. 14* The Construction of Railways and its 
History* 

The construction of railways was first contemplated in 
1845 when authority was given to three companies to open 
railways here in India but the question of extension came in 
only during the administration of Lord Dal bougie. The 
history of Railway construction can he divided into three 
well-defined periods. First period extends from 1850 to 
1869. The second period began in 1869 and continued till 
1879, The third period commenced in 1879 and is continu¬ 
ing up to the present time, 

W The First Period —The system of railway construction 
which existed during this period was technically known as 
the Guarantee System. The system was so named because 
the Government undertook the responsibility of guarantee¬ 
ing a minimum rate of interest upon all capital that would 
be invested by the companies for railway purposes. The 
object of so guaranteeing the rate of interest was to 
encourage the investment of foreign capital in the construc¬ 
tion oE railways, Thus if the minimum rate of interest 
guaranteed by the Government was 5 p, c. and the net profit 
did not cover more than 4, p.c., the Government had to 
pay out of its own treasury a sum of money, so as to make 
up that 5 p. c. rate of interest. 

In this system of railway construction the Government 
retained the rights of purchasing the railways after the 
lapse of 25 years or 50 years at the mean market price of 
the shares during three preceding years. Again, the rail¬ 
ways would, under that system, become, at the expiration 
of 99 years, the property of the Government which would 
have to pay only the market value of the rolling stock and 
other movable property. The companies likewise had the 
rights of surrendering the railway lines after six months’ 
notice. 

This system of railway construction did not prove 
successful on account of certain inherent defects such as 

(1) unlimited liability, on the part of the Government, 

(2) want of economy in construction and was, therefore, 
finally abolished in 1869* 

(«) Second Period 1869-79. The period of guarantee 
system was followed by one of direct State Railway system. 
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L ndet - this system the railway lines wore constructed direct 
by the state without any help from outside companies* 
This attempt of the Government proved a failure within ten 
years because of the want of adequate funds ; again, the 
falling exchange, the frontier troubles and the outbreak of 
famines taxed the financial capacity of the government 
and compelled the latter to take recourse to a new form of 
Guarantee System, 

(t*i) The third period from IS 1 9 to the premit time— 
We have seen that in 1379 the State Bail way System was 
replaced by a new form of Guarantee System* This 
Guarantee System differs from the old Guarantee System in 
two main points :—First, under this system the Govern¬ 
ment is the proprietor of the railways constructed while 
under the old system the companies that took the risk of 
construction were the proprietors* Secondly, under the new 
system the Government subscribed a part of the capital 
and guaranteed the payment of a minimum interest on the 
amount of capital invested by the companies, whereas under 
the old system the companies supplied the whole capital 
and the Government merely guaranteed the rate of interest. 
The Government has gradually invested a largo amount of 
funds with the result that the investment of companies 
plays a minor part in these days, 

The Government of India has contributed to the develop* 
ment of the railways under two principal systems viz* Y 
(1) the Pure State Bailway system which speaks of a direct 
and active participation of the State in the construction 
and working of the railways, (2) The subsidised system 
’under which the Government assists the companies 
which invest their capital arid encourages them. The 
Government has also encouraged the construction of 
feeder lines by granting rebates on the gross earnings of 
the traffic interchanged with the main lines so that tho 
dividend might rise up to 4 per cent* Under these terms 
several Branch Line Companies were formed and they 
contributed to the total mileage of railways* In 1900 tho 
Railways were found to yield enormous profit and the 
Government was encouraged to invest its own fund for 
the extension of railways. The Government adopted 
the Programme System and allotted every year a sum 
°f money for apportionment among the several railways 
which required money for the materialisation of new 
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projects. In this way the Government came to have an 
increasing share in the total capital outlay. The Native 
States of India have also undertaken the construction of 
railways and about 5000 miles of railway lines have been 
constructed by them. But in spite of this development the 
total mileage which does not exceed 41,134 miles, is not 
sufficient to meet the requirements of a vast country like 
India and cannot favourably compare with the expansion 
of railways tn Europe. There is a great deal of work to be 
done yet* Of the total mileage as stated above the Broad 
gauge accounts for 21,I64'61 miles* the Metre-gauge for 
15861 ’92 miles and Narrow-gauge for 4,107 20 miles. 

See, 15, The Management of Railways, 

Tftb question of management is to be distinguished from 
that of ownership. The railways may be owned by the 
State, though the management may rest in the hands of the 
companies. As for example, the G. L P. and N. W, R, 
lines, E, B, R., and E. I. R, lines are owned and managed 
by the State, Almost 74‘2 per cent of the route mileage 
of Indian Railways is owned and 44 4 7 per cent is directly 
managed by the State. The control of the railways is 
vested in the Central Government which discharges its 
duty through a body known as the Railway Board, The 
Board consists of the chief commissioner, a financial commi¬ 
ssioner and three other members and is assisted by five 
directors, A new system of administration has been intro¬ 
duced into India, Under this system of administration the 
whole railway has been placed under the supervision and 
care of an Agent’ to whom all other administrative officers 
are responsible. On the recommendation of the Ac worth 
Committee the Railway Budget has been separated from 
the General Budget, 

There are also certain railways which though owned by 
the State are managed by companies under a guarantee of 
interest from the Government, These include the R, N, R. t 
A. B. R., Madras and South Mahratta* the Bombay* 
Baroda and Central India Railway and the South Indian 
Railways. There are again other Railways £.<?,, Bengal and 
North-western Railways which are owned and managed by 
private companies. The Indian States have been working 
certain railways. 
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Sec. 15(a). Classification of Railways, 


Railways may bo grouped under one or other of the 
following three classes 

(0 Commercial railways :—-These have been cons- 
with a view to stimulating trade and industries of 
the countrv, These railways have helped the growth of 
inland trade considerably. 

ih) Protected railways :—These include those which 
have been constructed with the object, of mitigating the evils 
of famine by speedy transport of food-stuffs to the famine- 
striker* areas. 


fa 1 *) Strategic Railways —These have been constructed 
for defending the frontiers of India from foreign invasion. 


Sec* 16. Advantages and disadvantages of State 
management. 


(I) Advantages of State Management and disadvantages 
of Company Management * 

fa) The State management of railways is conducive q 
to the interest of the Indians because the meut mn y 
Government is expected to take much more inter- look to the 
est for the welfare of the people than a private welfare of 
company would do* Local Advisory Committees J? eo l ,le * 
have now been established in almost every 
railway, so that the railways may be managed in 
accordance with tho advice of the general public. 


(6) There will be a great scope for the employment 
of Indians in railway offices and the problems of 
unemployment will be solved to a certain extent. 
The personnel of the lower and subordinate ranks 
is predominantly Indian and the superior or 
gazetted ranks are being occupied by the Indians 
gradually. In 1939-40 of the superior officers 
recruited to the permanent establishment, £S4 + 99 
per cent* were Indians. 


The scope for 
employ meut 
of Indiaus. 


fa) The Government may lower the fares for the 

benefit of the passengers and encourage the Indus- Lower fares 
tries by charging reduced freights for tho trans- ami fr ^sht, 
portation of raw materials and finished products, 

Companies with a foreign domicile will scarcely 
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listen to the grievances of the people and take 
steps for their removal. 

(d) In State management it is expected that no 
discrimination will be made between Indian and 
European traders. 

(e) The administration of railways will be less expen¬ 
sive because of the possibility of large-scale 
management* The operating ratio of Indian 
State-owned railways is the lowest amongst some 
of the leading countries of the world. It was 
only 66 per cent of the gross traffic receipts in 
1938-39 as compared with 85 7 per cent on the 
Canadian Pacific Railways. State-management 
will be more economical in this sense that the 
entire profit will go to Government treasuries. 

(/) The railways will be constructed in those places 
where such construction will be required for the 
safety of the country although they might not 
bring sufficient revenue to remunerate the 
Government. 

(g) Tho management by companies when the pro¬ 
prietory interest in the railways is vested in the 
State cannot be efficient inasmuch as the com¬ 
panies will have a divided allegiance to the Board 
of Directors which appoints and pays them and 
to the Government which controls the directors* 

(h) A mere change in the domicile as proposed by the 
minority of the Acworth Committee cannot 
bring that independence of Government control 
which contributes to the efficiency of company 
management, 

(i) State management will offer opportunities for the 
training of the military men. 

(j) State management will stimulate the investment 
oi Indian capital in Railway debentures and 
facilitate external borrowing at more convenient 
rate of interest. 

(II) The Disadvantages of State Management and 
Advantages of Company Management : 

(a) The State management means a management by 
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State officials. The State officials who are sure 
of the fixed salaries are not expected to take as 
much interest in the management as the private 
companies will do. 

(6) The existence of State Railway side by side with 
Company Railways will lead to the sacrifice of 
the latter's interest for the benefit of the former. 

(c) The Government will enter into commercial 
sphere and the political interest may cause a 
deviation from purely commercial policy. 

(d) Since the management will be made by salaried 
officers there will be extravagance in the cons¬ 
truction of railways. The railway lines may be 
constructed in those districts where the chance 
of profit is not very great. 

(e) The companies will generally determine seniority 
among the railway officials with reference to 
their efficiency and this fact will serve as stimu¬ 
lus to them to exert themselves to the best of 
their ability. 

Sec. 17* The report of the Acworth Committee and 
the separation of Railway Budget, 

The Acworth Committee which was appointed by the 
Government to enquire into the railway administration in 
India published its report in 1921. The Committee pointed 
out the defects of the railway administration and made 
certain recommendations the most important of which was 
the separation of the railway budget from the general 
budget of the Government, The reasons for this recom¬ 
mendation were :—(i) The proposed separation would 
remove the uncertainties in the annual budget estimate 
OGUsequent upon the inclusion of railway profits which are 
greatly influenced by season and trade condition, (ii) The 
proposed separation would make the railways independent 
the exigencies of the general Budget and facilitate 
their running on a commercial basis. The Committee 
recommended that there should bo increasing association 
°f the Indiana in the working of the railways and that 
facilities should bo given for training Indiana for the supe¬ 
rior services. Some members of the Committee were hold 
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enough to suggest that the management of the railways 
should not be left with the companies of English domicile 
while the companies of Indian domicile might be entrusted 
with the same functions. The majority of the commi¬ 
ssioners were in favour of the State management of 
Railways, 

On the basis of the recommendations made by the 
Ac worth Committee and by the Retrenchment Committee 
the Legislative Assembly passed in 1924 a Bill recommend¬ 
ing to the Governor-General of India that the railway 
budget should be separated from the general budget and 
that certain contribution should be made every year by the 
railway department to the general revenues. The amount 
of such contribution would, according to the modified reso¬ 
lution of the Assembly, be one per cent* of the capital at 
the charge of commercial lines at the end of penultimate 
financial year plus one-fifth of any surplus profit in that 
year. The surplus profit that would remain after the pay¬ 
ment of contribution would go to constitute a reserve fund to 
be spent mainly for the development of the Indian railways. 

Sec, 17(a)* Railway contribution to the general 
revenue : Niemeyer's report and Wedgwood report. 

The question of Railway contribution to the general 
revenue has come into prominence in recent times in view 
of the improved position of the railways since 1936-37* 
Sir Otto Niemeyer, again, has in his report created much 
provincial interest in the question by making the assign¬ 
ment of a half share of the income-tax by the Central 
Government to the provinces dependent upon the railways 
paying their contribution to the general revenue. The 
Wedgwood Committee which was set up to survey the 
whole field of railway finance have recommended the aban¬ 
donment of the system of contributions to the general 
revenue in order to place the railways on a sound financial 
footing. This recommendation has evoked serious criti¬ 
cism from the provinces and the public because it aims at 
depriving the provinces of the benefit of !Niemeyer f s award. 

Seq. 17(b), ladjanimation of services. 

The railways in India have got to employ a large num¬ 
ber of men every year. Formerly the superior services were 
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generally reserved for the Europeans and the Indians were 
scarcely appointed to fill up any position of responsibility. 
The management of railways by foreign companies was in 
a way responsible for this state of discrimination. The 
matter was referred to the Acworth Committee and the 
Lee Commission. The Acworth Committee emphasized 
the importance of Indianisation of superior services and the 
Lee Commission recommended that recruitment in India 
should be advanced as soon as practicable upto 75 per cent, 
of the total number of vacancies in the superior ser\ ices. 
Later on, the Wedgwood Committee reported in favour of 
the continuity of the practice of recruitment of Europeans 
as supervisors in the railway workshops. The Government, 
however, has been wise enough to accept the recommend¬ 
ations of the Acworth Committee and the Lee Commission 
and has introduced the practice of recruiting Indians to fill 
up vacancies in the superior services. The direct recruit¬ 
ment in the state-managed railways in 1939-40 amounted to 
6 7 percent* Europeans and 93 3 per cent, Indians, To afford 
facilities for training of subordinate officers a Railway 
Transportation School at Chandausi and several area schools 
have been started. There was also the railway " 
College at Debra, Bun hut it had to close its doors in 1932 
on account of financial stringency. 


Sec, 18. The effect of railway rate on industries. 

The Indian industries have often been seriously affected 
by the rates which the articles have to pay when they are 
conveyed from one part of the country to another. 1 he 
freight charges on raw materials when they are carried to 
the ports are lower and this low rate at the port has been 
responsible for the heavy export of raw materials to the 
prejudice of the Indian industries. The low freight is 
charged nob only on the raw materials when they are 
carried to the porta for exportation but on imported finished 
products when they are conveyed into different pans ot 
India. This method of fixing rates, however sound it may 

he from the financial point of view, has seriously handi¬ 
capped Indian industries. Again, the favourable port rates 
have led to the concentration of many industries near port 
towns causing difficulties in the supply of labour, io 
remove this evil and to promote industrialisation the 
Industrial Commission recommended an equality of trea - 
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meiit in respect of internal traffic and traffic to and from 
the ports. It has also been argued that European merchants 
receive more favourable treatment and this is detrimental 
to the development of Indian industries and enterprises. 

Another defect in the railway rates lies in the block 
rates i.e., higher mileage charges for short distances im¬ 
posed upon commodities which want the services of another 
system of railways for a longer distance. This system has 
not been supported by the Industrial Commission. The 
system of fixing rates according to the distance travelled on 
each line is another difficulty which stands in the way of 
India's industrial success. The Fiscal Commission recom¬ 
mended that special rates should be granted for a term of 
years to new industries and the Agricultural Commission 
recommended a reduction in the freights charged upon 
fertilizers, fodder, fuel and milch cattle. In pursuance of 
these recommendations the Government has reduced the 
rates for carriage of livestock. In this connection it is 
interesting to note that the Bates Advisory Committee has 
been set up with one member representing the commercial 
interests. This Committee may enquire into complaints 
as to the rates and make such recommendations^ as it may 
consider necessary for safeguarding the interests of trade 
and industry. This Committee is purely advisory in cha¬ 
racter and cannot always make its opinion effective. It is 
highly desirable that this Committee should be given 
mandatory powers like those enjoyed by the Kailway Rates 
Tribunal in Great Britain. 

Sec, 18(a)* The Financial position of the Railways, 

Since 1900 the Railways have been yielding some 
amount of revenue. During the Great War the Railways 
earned handsome profit and in 1917-18 the net profit 
amounted to 7^ per cent. With the close of War the rate 
of net receipt took a downward course till at last it reached 
the low level of 2} per cent, in 1921-22. 

Since the separation of the railway budget from the 
general budget the railways have been contributing several 
crores of rupees every year. The total contribution made 
between 1924 and 1931 amounted to Rs, 39 crores. The 
world depression which manifested itself in 1929 changed 
the state of things. The receipts of the Railways dwindled 
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substantially and the result was heavy deficit in the Kail- 
way budget. Between 1931 and 1935 the total deficit 
amounted to Ks, 32 crores. The financial position improved 
in 1936-37 when the net earnings amounted to 4 33 percent. 
In 1938-39 the railways yielded a surplus of Rs, 2 56 
crores* In 1940-41 the revised estimate draws a surplus of 
Rs. 14*59 crores out of which general revenue will receive 
Rs. 9'96 crores as contribution. 


Sec. 18(b). Statutory Railway Authority. 

With the introduction of Indian Federation there will 
be created a Federal Railway Authority having control over 
the regulation, construction, maintenance and operation of 
the railways. The Government of India Act, 1935 lays 
down the principles and details for the constitution of such 
authority. The said authority shall be a body corporate 
consisting of seven persons appointed by the Governor- 
General, who, in his discretion shall determine their salanes 
and allowances. One of these members must have experi¬ 
ence in commerce, industry, agriculture, finance or adminis¬ 
tration, At the helm of executive staff of the Authority 
there shall be a Chief Railway Commissioner appointed by 
the Governor-General after consultation with the Autho¬ 
rity, There shall also be a Financial Commissioner 
appointed by the Governor-General. The Authority shal 
follow the policy enunciated by the Federal G over nines ■ 
In ease of any dispute between the authorities and the 
Federation the decision of the Governor-General m his 
discretion shall be final. If any dispute arises between 
the Authority and any Federated State the matter must oe 
referred to the Railway Tribunal consisting of a President 
and two other persons to be selected from a pane o ei^ i 
persons appointed by him. The President of the ri nxvux 
shall be one of the Judges of the Federal Court appointed by 
the Govern or-General in consultation with the C lie * us 

The Federal Railway Authority shall not be liable to 
P&y Indian income tax or super tax. 

Sec. 19. Other means of Communication. 

Wa hove discussed above the importance of the railways 
on the economic development of India and t ie ftC , , 

communication effected by them. We shall now 1 
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discuss other factors that have been instrumental in revolu¬ 
tionising the methods of communication. These factors 
include three important means of communication viz., 
(1) the natural water-ways, (2) the canals, (3) the road-ways. 
The most important of the navigable rivers of India are 
the Ganges, the Brahmaputra, the Irrawaddy and the 
Indus, The Indus is navigable by steamers upto Debra 
Ismail Khan in the North-West Frontier Province, This 
river and its tributaries, the Chenab and the Sutlej offer 
immense facilities for inland navigation. The Ganges is 
navigable upto Gawopore ; the Brahmaputra permits steam 
navigation upto Dibrugarh while its tributary, the Surama 
proceeds as far inland as Sylhefc and Cachar, The Irra¬ 
waddy and its numerous deltoid channels give facility for 
steamer navigation for more than 500 miles. Besides 
these important rivers there are several otherS“£he Hooghly 
the Mahanadi, the Godavari and the Krishna—whose beds 
afford considerable facilities for water transport. These 
rivers have added to the wealth of India in the sense in 
which the Thames may be called a permanent source of 
prosperity to England, 

(2) The construction of several canals , such as the 
Ganges canal and the Buckingham canal, has increased the 
facilities of communication in those parts of India through 
which they pass. 

See, 20. The Economic advantages of Waterways, 

The importance of water transport cannot be exagger¬ 
ated. It has certain special advantages over road and rail 
transport. The waterways are generally gifts of nature and 
require only a small expenditure for maintenance. The cost 
of providing docks, wharves and warehouses is also moderate 
when compared with cost of providing terminal facilities in 
the case of rail transport. The cost of ships and motive 
power is less than the cost of railway engines and rolling 
stock. For these reasons the water transport can afford to 
convey bulky goods at cheaper rates. Of course, the cons¬ 
truction of artificial capals involves a heavy initial expen¬ 
diture but these may be profitable in the long run if steps 
be taken to make them useful for the purposes of navigation 
and irrigation. In spite of these advantages the autho¬ 
rities that rule India have not cared to improve the condi- 
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tion of the waterways and we find on the contrary that 
their interests have been adversely affected by the Railway 
rates policy* The Industrial Commission did not approve of 
this indifferent attitude of the Government towards inland 
waterways and recommended that the railway and the 
waterway administrations should work together harmoni¬ 
ously so that the maximum benefit may follow, 

India also possesses certain advantages for external 
Water transport. She has a coast line of over 4000 miles 
said occupies a favourable position in respect of the rest of 
the world ; hut the absence of natural harbours has dealt a 
death blow to her aspiration of becoming sea-faring country. 

See* 21* Importance of Road Transport. 


The importance of roads and the facilities of transport 
wmch they bring about can scarcely ho exaggerated. In 
fact a system of ’well-kept and well-constructed road is 
essential for the country's economic and cultural progress, 
ihc construction of roads was neglected in ancient India. 
With the advent of the British rule the importance of roads 
was clearly appreciated and during the administration of 
Bord Dalbousie, Public Works Departments were created in 
°ttoh province with a view to promoting the development of 
roads, Again, the construction of railway lines and profit¬ 
able working of them necessitated the construction of many 
feeder roads, Lord Mayo and Lord Hi]am took am active 
inter ob t in the promotion of road communication and their 
phonics of Local Half-Government purported to ^i\e a 
stimulus to road-making. As a result of these activities 
*no conditions of roads have improved considerably and the 
number of roads is gradually ineleasing. 


rhere exist at present four great trunk road4 with which 
tunat of Urn feeder roads of the country are linked The 
tnntit prominent of these roads is the Grand Trunk Road 
Jtmtohing right hciosw (he northern part of the omnii \ 

Duu Khyber to Calcutta* The other throe ... Calcutta 

iVn , M mini* with Bombay ami Bombay with 

elm. These four trunk roads account for about fttlflfl out 
jY ufilna of installed roads in British India, Hm^n 

111 m cl a Hod roads, there arc village kaccha road* ativtch- 

n rt throughout tki country but the conditio* of thfst Mwii 
1 Ptooariuiiit The dsinlopiiiant of reati ii now lb* Mi 
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cern of th© Provincial Governments but the responsibility 
in this matter has been delegated to the District Boards 
and similar other bodies assisted by giants from the provin¬ 
cial revenues. The local institutions are trying their best 
to construct new roads and to improve the condition of 
existing ones but they have not been in a position to meet 
the requirements of the country on account of paucity of 
funds at their disposal. 

The importance of good road communication has been 
emphasized by the Agricultural Commission. India is an 
agricultural country and the prosperity of her people is 
intimately connected with the value they receive for their 
agricultural produce. The railways have no doubt facili¬ 
tated the transport of agricultural produce from one part 
of the country to another but the poor agriculturists living 
in remote villages cannot derive any benefit from these 
railways unless there are good feeder roads leading to the 
railway station* Again, as the construction of railway lines 
involves a heavy expenditure a system of good road com¬ 
munication will be a better substitute specially in case of 
short distances. Another important advantage in road 
communication is that the capital required for the cons¬ 
truction and maintenance of roads can be easily raised by 
taxation but in case of railways the entire burden of cons¬ 
truction and maintenance falls upon the Government or a 
Company which undertakes the task of construction. 
Againj the roadways have in most cases secured for the 
railways good traffic and except in cases where they pro¬ 
mote a rival motor traffic the construction of roads is not 
detrimental to the interest of the railways, A good system 
of road communication may, by facilitating decentralisation 
of industries in rural areas, avoid the congestion in towns 
and reduce the cost of production while securing better 
condition of employment for the labourers. 

Sec. 21(a)* Rail road competition : Policy of co-ordi¬ 
nation. 

With the development of roads and the rapid growth of 
motor transport in India the question of rail-road competi¬ 
tion has come into prominence. The vested interest of 
the railways is found to be in jeopardy on account of the 
competition of motor buses and lorries. The competition 
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is all the more keen in the suburbs of cities and in areas 
where good metalled roads He parallel to the railway routes. 
This competition no doubt brings immediate benefit to the 
public by opening alterative methods of transport and by 
compelling the railway authorities to look to the comforts 
and convenience of the passengers but the running of rival 
transports on uneconomic lines entails huge losses to both 
and is to be discouraged from the national point of view. 
This uneconomic competition makes a strong ease for 
a policy of co-ordination. The railway authorities which 
view with grave concern this cut-throat competition of an 
alternative motor transport referred the matter to Mitchell 
and Kirkness Committee. The said committee submitted its 
r0 porfc recommending the running of motor transport by 
railways on roads parallel with railways and emphasized 
the necessity of concerted action. The Rail-Boad Confer¬ 
ence which was subsequently held passed resolution for the 
co-ordination of efforts between the rival authorities with 
a view to reducing the uneconomic competition and for the 
removal of the statutory embargo in respect of operation 
of motor services by the railways. In pursuance of the 
resolution the Bailway Act was amended in September, 1933. 
An advisory Council known as Transport Advisory Council 
has been set up for devising means of effecting concerted 
policy of developing road, rail and other forms of transport. 
The matter was again referred to the Wedgwood Committee 
Hud in accordance with the recommendation of the said 
committee the Motor Vehicles Act was passed in 1939 
regulating the running of motor transport through the 
agency of Provincial Transport Authority and Regional 
Transport Authorities to be constituted for the purpose. The 
Government of India have also laid down that not more 
than per cent, of the provincial shares in the Boad fund 
should be used on roads which compete with railways, Tim 
provinces again, are vitally interested in the welfare of the 
railways and cannot wisely undertake the development of any 
rival motor route because according to Niemoyor's scheme 
their share in the income tax has been made dependent upon 
the railways paying their contribution to the general revenues. 

Sec. 21(b)* Recent Policy of Road Development, 

In view of recent development of motor transport in 
Icdin the construction of roads has become an All-India 
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concern and a matter of deep consideration for the Central 
Government* The Government of India was pleased to 
appoint a Road Development Committee* The Committee 
of which Mr* M* R* Jay&kar was the President were asked 
to make necessary recommendations on the following 
points :—(i) the desirability of developing the road system 
of India, (ii) the most suitable method of financing schemes 
of development, (iii) the formation of a Central Board which 
will facilitate the co-ordination of road development and 
research and road construction. The said Committee laid 
stress in clear terms on the importance of road development 
in India and were bold enough to remark that the Central 
Government owed a great responsibility in the matter of 
road development in view of the important contribution 
made by the feeder road to the central revenue. The Com¬ 
mittee recommended the imposition of additional duties on 
motor spirit and motor vehicles* They did not approve the 
creation of a Central Board and opined that with a view to 
effecting co-ordination, the representatives of the Central 
Government and Local Governments should hold road 
conferences and exchange their views on matters of common 
concern* In accordance w r ith these recommendations of 
the above Committee, the Indian Finance Act which was 
passed in 1929 provided for an increase in the import and 
excise duties on motor spirit from 4 to 6 annas per gallon* 
The act which followed was amended in 1937 and the 
amended resolution contains the following provisions— 
(i) the duty imposed in 1929 should continue to be levied for 
road development, (ii) the proceeds of the additional duty 
should be allotted as a block grant for expenditure on road 
development and credited to a separate Road Development 
Account, (iii) out of the annual grant 15 per cent* should go 
to constitute a reserve fund and the remainder should be 
distributed among the provinces in the ratios which the 
consumption of petrol in each province would bear to the 
total consumption in India in the proceeding year; 
(iv) schemes for expenditure out of these grants should be 
approved by the Govern or-General in Council with the 
advice of the Standing Committee and the fund allocated 
for expenditure in a province may be resumed by the 
Governor-General when the provincial Government fails or 
unreasonably delays to give effect to the recommendations 
of the Govern or-General in Council 
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Tha total receipts under the Road Development Account 
upto 1938-39 were Rs* 260'30 lakhs out of which Rs. 962'70 
were available for distribution among the provinces* The 
76 per cent, funds so allocated to a province is spoilt jq the 
development of main roads and the balance is spent towards 
maintenance of feeder roads* With a view to co-ordinating 
the different moans of communication the Government has 
created a new portfolio for communication the member in 
charge of which is responsible for roads, Railways* inland 
navigation ( aviation etc. 

As a result of this allocation of funds the provinces have 
been in a position to construct many important roads, 
Bengal commands the greatest road mileage amounting to 
91,192 out of a total mileage for 285*313 for all Governors 
provinces. 

Sec. 22. Air Cratt; Civil Aviation. 

In recent years the development of aviation affords a 
striking instance of material progress, It has revolutionized 
the system of transport and annihilated distance by speed* 
'0(1 up communications in a way which was beyond all 
ustpootation. The reference in ancient Hindu Sastms which 
appeared to ho fairy tales now commands support* It is 
also pleasing to note that what was possible for gods in 
Ancient times is now within roach of human ambition. 
The modern tendency is towards expansion in the commer- 
uia! air transport. Tins expansion movement i* steadily 
gathering force and broadening its basis. Wo have in British 
ludia 23 civil aerodromes and landing grounds open foi 
Public use by passenger carrying aircraft. 

The year 1933 witnessed the new Company organisation 
hi which arrangements for the operation of the Trane Iruha 
Air ear vice are linked with tha development ol internal air 
fccrvioe*, The Indian Tran*’Continental Airway* Limited 
has hcen formed with a view to operating jointly with tha 
hnpi'i-iul Airways Limited, the link* from Karachi to Hiciga* 
P°m in the Kitgland Australia air service. The Kara* hi 
Singapore Sendee which is e|«r*ted by 4 Armstrong Whit 
^orth XV (Atalenta) machines with | normal crushing 
*1**^ “l 1IN Kktllee an hour hoe t defined route wMi inter’ 
Aaslinic si at ions at Jodhpur, l^elhi. Allahabad, 

Leloutta, Akyab and Rangoon and ha* been tvndeimg 
ti 
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yeomen’s service to the whole of Northern India, and Burma. 
The Indian National Airways Ltd., was started with a view 
to developing the feeder services in North-India. From 
li)35 the Imperial Airways London Karachi Service and 
with it the Trans-India Service upto Calcutta and the feeder 
Services—Karachi-Lahore, Karachi- Bombay-Madras-have 
been operated twice a week. Considerable efforts have 
been made for the development of “All-up” mail scheme 
and five services a week each way from London to Calcutta 
have been operating since 28th February, 1938. ihe 
charges for the service have also been reduced and the 
present charge for letter postage is 2i annas for \ an ounce. 
The efforts of the Imperial Air Mail Service have been 
supplemented by new internal Air Service established by 
Messrs Tata Sons Ltd. There is also considerable flying 
club movement in India and private flying is making rapid 
progress. For the promotion of training in aircraft the 
Government of India has been giving subsidies to the 
instructional clubs under certain conditions and awarding 
scholarships to students. 


See. 23. Posts and Telegraph : Telephone : Wireless 
Broadcasting. 

Since the advent of the Britishers in India considerable 
progress has been achieved in the public utility services. 
Indian Posts and Telegraphs have brought about a revo u- 
tion in the means of communication. These may 
regarded as commercial undertakings in which the Go 'i er °‘ 
ment has a monopoly. For postal purposes Ind '" ba9 bee “ 
divided into 8 circles of which 7 are under the Post Masters 
General. These Post Masters General are subordinate to 
the Director-General of Posts and Telegraphs who controls 

£ .X U »»-!>!■ °< p °f *.r fg 

day by day and there is scarcely any place m British m 
which does not get the benefit of the Postal system, 
the end of 1938-39 there were 24303 Post Offices 
160540 miles o£ mail lines. 

The Post office transacts various kinds of business. It 
affords facilities for the speedy delivery of etters parcels 
and packets and helps the transfer of money 
to another. The inauguration of the air mail service has 
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gone a great way in speeding up the foreign and the inland 
mail. The Savings Bank Department offers opportunities 
for safe investment of small sums of money and thus 
develops the banking habit of the people- The Post Office 
also acts as an agent of the Public Health Department in 
selling Government quinine. 

The Telegraphic department is concerned with the trans¬ 
mission and reception of inland and foreign telegrams. The 
recent introduction of wireless telegraph has enhanced the 
utility of this department to a great extent. This depart¬ 
ment helps substantially the business community with 
quotations of prices prevailing throughout the country and 
transforms the w T hole country into one economic market. 

For telegraph engineering purposes India is divided into 
five circles each in charge of a Director. 

The telegraphic department has developed a system of 
telephonic communication in India by connecting the 
important cities with the help of the (Trunk lines. At the 
close of 1938-39 the number of telephone exchanges estab¬ 
lished by the Department was 274 with 24,113 straight 
line connections and 3392 extension telephones. In addi¬ 
tion to the departmental exchanges there are 24 exchanges 
managed by licensed telephonic companies mostly in large 
towns. In 1933 the overseas radio-telephone service with 
Great Britain was opened and later extended to other 
countries all over the world* 

Wireless Broadcasting has now become an important 
instrument of educating the illiterate people and of provi¬ 
ding the rich with a variety of entertainments. There 
are thirty-three departmental wireless stations situ¬ 
ated at different parts of the country. The Indian State 
Broadcasting service is working satisfactorily and satis¬ 
factory results have been obtained from the operation of 
short-wave transmitter. The arrangements for the recep¬ 
tion of the 1 Empire' short-wave transmissions from England 
have been improved considerably. A high-power medium- 
wave Broadcasting station has been established at Delhi* 
Government has appointed a Director of Broadcasting in 
India for better organization of the development and for 
thorough investigation of broadcasting problems. 
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Questions and Answers 

Q. 1. Discuss fully the defects and difficulties of Indian Agriculture. What 
methods would you suggest for its improvements ? (C. U. 1920.) 

Ans. See — See. 2, 

Q, 2. The problem of Indian agricultural development is mainly a problem of 
water supply. Discuss the various ways by which attempts have been made to solve 
this problem. (G. U, 1926.) 

Ana. See —Sec. 8, 

Q, 3. What are the obstacles in the way of agricultural improvement ? How 
would you meet them ? (C. U. 1927). 

Ana, See—Secs. 2-3. 

Q* 4. Account for the causes of agricultural indebtedness of India. 

/ 

Ana. See— Sec- 4, 

Q. 5. Examine the measures adopted by the Government to solve the problems 
of agricultural indebtedness of this country, (C. U, 1922.) 

Ans, See —Secs. 4-5* 

Q, 6. Describe the scops of co-operation in the held of agriculture in India- 
(C, U. 1921.) 

Aras, Sec. 5. 

Q. 7, What are in your opinion the criteria by which the success of co-operative 
movement should be judged 7 Has the movement succeeded in Bengal 2 Give facts 
in support of your answer, (C. U. 1928.) 

Atm, See —Sec. 5, 

Q. 8. What is the position of provincial co-operative banks in the co-operative 
organisation of India ? Is it necessary to create an All-India institution to finance 
the provincial banks ? (G, U, 1928), 

Ana. See— Sec, 7. 

Q. 9. What are Guaranteeing Unions ? (C. U. 1922.) 

Ana. See —Sec, 4. 

Q, Id, Describe the effects which Railway have produced on industries and on 
economic conditions of the people of India. (C* XT. 1927), 

Ana. See- —Sec. 14, 

Q, 11. State the Guarantee System of Railways constructions, (C. U. 1926.) 

Ana. See —Sec. 14, 

Q. 12, The Railways in India are owned and worked under a variety of 
condition. Examine with reference to the history of the railway construction of 
India the circumstances that account for this variety, (C. U. 1928). 

Ana, See—Sec* 14. 
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% ^ Eaaautte ihc ca*fl loi Against ih* Slat© management of railways 
Vk l\ l*fcl i 

Ai* S*if—Sec. Uk 

vv ti! rwvin tncodaiion * did ilio Ac worth Comm i He© make in connection 
*iih the cutLinmienl of nuttiva ? 

Aw. ^e-if—Sec-. IT, 

Q P IS, WE*! led to the enactment of the Corporative Societies Act 1912 ? In 
*hi$ rrspwu has this Act been ;ut improvement upon the Corporative Credit 
Societies Art, 1901 * (C. L\ 1981.) 

Aw. Sr*—Sec. 5, 

Q. 16 . Whit we in your opinion the defects and difficulties of Indian Agri¬ 
culture * What tups would you suggest for their removal. (C- U* 1931.) 

Aw, See— Sec. 2, 

Q. 17 . Write notes on (L) 'unlimited liability 1 ! (ii) The Co-operative Agricul¬ 
tural Sale Society. (C. U. 1931). 

Am, See —Secs. 7-8, 

Q- IS. State some of the striking economic and social cheats that have followed 
from the construction of railways in India. Do you think that any further exten¬ 
sion of the Indian railway system is desirable ? (C, U. 1931.} 

Ana. See— Sec, 10, 

Q. 19, Discuss the effect of the present method of fixing railway rates on 
Indian industries. 

Am. Sts — Sec, 18. 

Q. SO, Examine the scope of co-operation iu the field of Indian agriculture. 
{C, U. 1932.) 

Ana, Bee —Sec, 9. 

Q. 21. Examine the causes and effects of rural Indebtedness in Bengal. Discuss 
the steps taken hy the State to afford relief to the indebted agriculturists, 
{C. tJ, 1933), 

Ana. See —Sees. 4 and 4(a). 

Q- 22, Examine the arguments for and against the State management of 
railways in India. {C. U, 1933.) 

Ana, See— Sec. 16. 

Q- 2B, The problem of Indian agricultural development is mainly a problem of 
water supply. Critically examine the statement and show what other factors are 
necessary for its development. (C. U, 1934.) 

Ana. See —Sec, 8, 

Q. 24, Examine the progress made by co-operative movement la India. 
Discuss the part played by the State in this matter. (0, U» 1934). 

An*. See— Seo. on Co-operative Movement iu India. 
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Q. 25. Discuss the various impediments in the way of agricultural improvement 
in India. Suggest means whereby these obstacles can be removed. (C. U. 1985.) 

Ana, See —Sec. 2. 

Q, 26, Examine in detail the actual and possible benefits of co-operative 
societies in India. (C. U, 1935.) 

Ana. See —See- 9, 

Q. 27. Give an account of the various types of irrigation works in India and 
indicate their economic importance. (C. U, 1937.) 

Ans. See —Sec- 3. 

Q, 28. Examine the causes and possible remedies of the sub-division and frag¬ 
mentation of agricultural holdings in India. (C, U. 1939.) 

Ana. G^^Secs- 2 and 3. 

Q. 29. Describe the objects of the Co-operative Credit Societies in India. How 
far have these objects been realized in Bengal ? (C. U- 1939.) 

Abb. See —Sec. 11(a). 


CHAPTER V 


ORGANIZATION OF INDIAN VILLAGE AND TOWN 

Sec, 1* Primitive Village and its organization. 

The primitive villages were self-sufficient units. The 
defective means of communication did not allow the growth 
of a spirit of interdependence between different villages. 
Although nature had not distributed her resources equally 
among different villages it was useless to sit idle for that 
reason. The villagers must exert themselves to produce 
all the articles that were necessary for everyday use and 
could not depend upon their neighbours for the supply of 
those articles in the production of which they had compa¬ 
rative advantage* It is interesting to consider the organi¬ 
zation by means of which the inhabitants of ancient 
villages managed to supply themselves with the articles 
they required. 

When we go to study the organization of primitive 
villages we find that underlying such organization there 
was the caste system. The occupation of the people was 
not dependent upon choice but was determined beforehand 
by the caste to which they happened to belong. Thus even 
in this ancient society the conception of division of labour 
in crude form was not unknown. 

The caste system which lay at the root of village oigani- 
zation divided the population of the village into seveial 
classes, each of which was given a specified function to 
perform* There were the agriculturists who remained 
engaged in cultivating the soils. There were other func¬ 
tionaries such as the potter class, the barbar class, t le 
carpenter class and the washerman class each engaged in 
specific hereditary duties. 

The scale of production was determined by the demand 
in a particular village and was necessarily very small. 
Production was carried on in cottages and art icles wore 
produced to meet the requirements of villagers. Production 
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again involved the use of small amount of capital There 
was the village mahajan from whom capital could he 
borrowed by the agriculturists and the artisans. The 
absence of banking facilities strengthened the grip of 
mahajan and enhanced the rate of interest. 

The system of exchange was one of barter. There was 
mutual exchange of services and the use of money as a 
medium of exchange was unknown. 

The control of this organisation was vested in the 
headman of the village. He used to hold the position of an 
arbitrator to whom disputes of various descriptions were 
referred. He sometimes undertook the responsibility of 
the collection of revenues. 

There was a village fair where the articles of several 
adjoining villages were exhibited for sale. We may term 

it as a kind of exhibition of the artistic skill of different 
villages. 


See. 2, Status and custom in Primitive organization. 

In ancient villages competition was unknown. The 
individual was not a free agent and could not assert his 
individuality against the society of which he happened to 
be a member. His status was determined by the accident 
of birth and he could not contract himself out of it. In 
the family he had a definite status and he could not cut 
off his relation with other members at his sweet will and 
pleasure. The custom also played an important part in 
the organization of primitive villages. Its influence was 
due partly to the stationary character of Indian civilisation 
and conservative habits of Indian people and partly to the 
barter system of exchange which prevailed in ancient times. 
Bent and wages were determined by custom, and things 
were exchanged according to the customary rate. As 
civilisation advanced and people increased in number there 
was struggle among them for existence. The customs 
could not remain unchanged for ever and competition 
manifested itself for the first time in the changed custom. 
Gradually competition acquired new strength till it became 
an important factor in modern organization. 
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Sec* 3* Economic advantages of village organization, 

The advantages may be briefly described in fclie following 
manner :■— 

U) Each village was a self-sufficient unit and used to 
produce by means of organization among themselves what* 
ever articles might be required by them, 

00 A crude form of division of labour i.e. one based on 
caste system* was noticeable in such an organization* 

(«fl There was a spirit of unity among the villagers. 
This was due to the fact that there was mutual exchange 
of services among them, 

(iv) The villagers used to live a peaceful life* They had 
few wants and they remained satisfied with the absolute 
necessaries of life ; 'plain living and high thinking” was 
their ideal. 


Sec* 3(a)* Defects of Primitive organization* 

The primitive organization with all its merits was not 
free from defects* The defects, inherent in such organiza¬ 
tion can be briefly described in the following lines* 

(0 Self-sufficiency is no doubt desirable but there often 
comes a time when the importaace of inter dependence 
cannot he ignored. There is no such village where failure 
cf crops has never occurred. In times of famine the self- 
sufficient village comes to know that it is impossible for 
it to go on without the help of other villages. 

(if) The division of labour „ which is based on Caste 
System does not on all occasions give very satisfactory 
results* Men belonging to one caste may possess aptitudes 
for the profession of another caste and in such cases society 
^'ill be loser if the caste prejudices stand in their way* 

{iii) As there was want of competition in primitive 
organization, society could not derive the benefit that 
followed from competitive production* 

(tv) The barter system of exchange which was one of 
fchs characteristics of primitive organization caused inequi¬ 
table distribution of the wealth of the village* 
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(v) The market for the commodities ’was narrow with 
the result that the economies of large-scale production could 
not be derived. The prices of commodities had little or 
no reference to the external demand and supply and the 
mobility of labour was almost absent. 

Sec. 4, The Ancient towns and their conditions* 

In ancient India the towns were few in number. They 
were located at places which were either commercial 
centres, or places of pilgrimage, or seats of courts, or the 
capital The ancient towns were Benares, Allahabad, Gaya, 
Puri, Delhi, Lahore, Poona, Lucknow* Tanjore, Mirsapore 
and Bangalore. Several industries flourished in some of 
these towns. Benares was considered the holiest laud on 
earth : it was the seat of Sanskrit learning and was also 
famous for its brass, copperware and bell-metal industries. 
In the capital towns luxury industries like textiles and 
embroideries showed an artistic skill which had no parallel 
in any other country. The organization of towns differed 
considerably from that of the villages. The population in 
towns depended upon the adjacent villages for the supply 
of staple food crops and took to various trades and indus¬ 
tries. The standard of living was slightly higher. There 
was considerable use of money and credit instruments. 

Sec, 5, What is meant by a caste : the origin of the 
caste system. 

A caste may be defined as a collection of families claim¬ 
ing a common decent and engaged in a specific occupation- 
Castes are divided into three main types, the functional, 
the racial, and the sectarian. The functional castes, include 
the Brahmins who follow the occupation of a priest and the 
various artisans having distinct avocations. The racial 
castes exist in almost all parts of the world. In Bengal 
there are the Ch&ndals and the Rajbansi. The sectarian 
castes owe their origin to certain religious sects- Thus we 
have in Bombay the Lingayat caste founded by the religious 
leader, who did not recognise the superiority of the Brah¬ 
mins, It is very difficult to assert dogmatically when the 
caste system came into existence. In Vedas and Puranas 
caste system has been referred to. This shows that caste 
system was prevalent in the Vedic ages. The Aryans might 
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have adopted this system in their struggle to adapt them¬ 
selves to the changing circumstances. James Mill says that 
castes must have been the outcome of the efforts of an 
individual who foresaw the advantages of a caste system. 

Sec, 6 t Caste system : its merits and demerits* 

We have seen above how important a part did caste 
system play in the organization of primitive villages. The 
population of a village was divided into a number of castes 
and it was the caste that determined the occupation of its 
members. Let us now 7 discuss the merits of the caste 
system :— 

(1) The division of the w'hole population of village into 
a number of castes—each having a distinct profession- 
enabled the primitive society to enjoy some of the advan¬ 
tages of division of labour. 

(2) The caste system w T as, roughly speaking, based on 
a sound principle. The son of a carpenter might possess 
by birth some talents which would enable him to prosper 
in the caste profession more easily than a person belonging 
to another caste, 

(3) It afforded a great advantage for the training of 
persons in a particular profession. The children would 
come to know the secrets of the profession, which they must 
adopt, from their infancy. 

(4l The restriction of marriages under the caste system 
was the cause of growth of healthy population and of the 
high standard of morality in the three higher classes* 

The caste system determined the occupation of people 
and solved in a manner the problem of un-employment. 
It accounted for group unity and enabled the Hindu society 
to struggle against political invasion. 

The oaBte system in spite of the merits mentioned 
above disappeared in course of time on account of certain 
inherent defects. The defects can he briefly described 
thus :— 

(l) The caste system which forces the members of a 
particular caste to adopt the profession prescribed for that 
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caste T is prejudicial to the economic development of India 
because such a restriction on the choice of occupation means 
a waste of aptitude and energy* 

(2) It checks the free mobility of labour which is 
necessary for the best utilisation of natural resources* If 
men belonging to one occupation is not allowed to move to 
another profession which domands an increase in the num¬ 
ber of members the national dividend of the country will 
surely be less than what would have been the case in the 
absence of such restriction, 

(3) The principle underlying the caste system is unjust 
and inequitable because it does not allow the members of a 
lower caste to enjoy the honour and dignity attached to the 
higher profession* 

(4) The caste system which leaves the development of 
Indian industry to the care of illiterate and inferior classes 
does not give proper scope for originality and invention. 
Under such a system the superior classes are lacking in a 
sense of dignity of labour. 

The modern system of production requires sub-division 
of labour and the crude form of division of labour based 
upon an accident of birth hampers the economic progress 
of a nation, 

(fi) The caste system which absolutely fixes the supply 
of any kind of labour and does not allow the supply of labour 
respond to the demand for it is unsuited to the large-scale 
production* Hence modern system of organisation has 
based division of labour not upon the caste but upon effi¬ 
ciency of the workers, Again, in modern times there is 
freedom of occupation and men belonging to one caste can 
easily adopt the profession of another caste* In this way 
the rigidity of the caste system has been considerably 
modified, 

(5a) The caste system has been responsible for certain 
social and political evils* Rigid restriction imposed on 
marriages leads to inbreeding and brings about racial deteri¬ 
oration. Again, as the supply of male members in a parti¬ 
cular caste is not always proportionate to the supply of 
female members great difficulty arises in securing suitable 
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Sec, 7. Caste guild : its function*. 

I:i tmcicnt India tlitre existed an institution almost 
*:miUr lo the guilts of mediaeval Europe. Each custc was 
also a tradt^guild which used to entourage the efficiency 
of the members of the guild and had supremo control over 
them. I alike the trade*£uilds of mediaeval Europe the 
caste-guilds did not allow outsiders to be members of the 
guild and admission into a particular caste was entirely a 
mailer of heredity. The caste-guilds used to play an im¬ 
portant part in the economic organization of the country. 
Their contributions to the national dividend could never be 
ignored. Such guilds are even now found in some parts of 
India but they have lost their former strength and cannot 
favourably be compared with the trade unions of modem 
Europe. 

Sec. 7(a)* The Caste system and the Western Civili¬ 
zation. 

In modem times there has been a change in the angle of 
vision. The water-tight compartments into which people 
^ere divided on the principle of heredity produced serious 
evils and some degree of relaxation was urgently called for. 
The spread of western education and culfcuie broke down the 
rigidity of caste system and made for a more wholesome 
atmosphere in which people came to enjoy an equality of 
status. The mobility from one group to another is now 
possible and we find that persons belonging to superior 
castes are taking to professions which their forefathers 
could not boldly adopt. The improvement of the means of 
communication has facilitated movement of labour from one 
part of the country to another and often people have to live 
in distant countries amidst an environment which does not 
permit the observance of rigid caste rules. The present 
political movement also does not favour the spirit which 
pervades the caste system because it is inimical to the 
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growth of Indian nationality. The political leaders have 
started a regular crusade against the caste system with a 
view to fighting out untouchability and restoring peace and 
equality* 

Sec* 8* Economic transition of India* 

The economic position of India differs from that of 
England, This is because in England industrial revolution 
made its first appearance as early as the middle of the 
eighteenth century w*hile India is still in a state of econo¬ 
mic transition. We shall now deal with the changes that 
have taken place in the organization of industries in recent 
times* 

(i) Self-sufficiency of Indian villages has disappeared 
altogether and a spirit of interdependence has taken its 
place* This change has been due to the facilities of commu¬ 
nication* Now it is possible for one village to depend upon 
another for the supply of articles in the production of which 
the latter has comparative advantages. This fact of inter¬ 
dependence has led to the extension of market and to the 
localisation of industries* 

(ii) The facilities of communication have brought about 
another change viz,, the equalisation of prices* The same 
article is sold in different parts of India at the same price* 

(m) There is free mobility of labour from one occupation 
to another* The cast prejudices that restricted the choice of 
occupation in ancient India have been discarded and the 
profession of a person is determined not by the accident of 
birth but by the taste and talents that he possesses, 

The administrative centralisation has taken away 
the autonomy which the village community enjoyed in 
former times* 

[ v ) The growth of individualism has caused disruption 
of the old fabric of Indian society and this has told upon 
the corporate life of ancient villages* 

(vi) Production is now carried on with the help of up-to- 
date machinery and there has been division of labour in 
almost every industry* 
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(i'll) The standard of living of the general mass of the 
population is higher than what it was in an ancient times* 
Even the peasants of India cannot do without some of the 
articles which could be enjoyed by the rich alone in former 
times* 

(ni*) The barter system ot exchange has given place to 
monetary system of exchange and people who get their 
income generally in terms of money can make the best and 
profitable use of any and every farthing that they possess* 


Sec* S (ah Decay of ancient Industries : its causes, 

India had once reached the highest point in industrial 
success and had no rival in the world to compete with* In 
course of time many of these industries began to decline and 
had to suspend their work by the middle of the nineteenth 
century* The following causes intervened and hastened 
their decay. 

(i) The Disappearance of ancient Courts , 

Some industries flourished in towns where the courts of 
the great Mugul Empire were situated* The cotton and 
silk manufactures owed their pre-eminence to the patronage 
of these courts* The industries failed when with the down¬ 
fall of the Mugul Empire, the courts ceased to exist and the 
patronage was necessarily withdrawn* 

(ti) The Policy of the British Parliament. 

When the East India Company opened their trade marts 
in India they took to a policy of encouraging the industries 
of India* This policy of the Company met with serious 
opposition from England because it affected her economic 
interests. The British Parliament was moved and it came 
forward to help the English industries by the imposition of 
protective duties on woollen and silk manufactures, The 
East India Company was forced to change their policy of 
trade and become an exporter of raw materials on which 
the prosperity of British industries mainly depended, 

(iti) The Spread of Western Education and Culture * 

With the spread of western education and culture 
people of India began to imitate western fashion in the 


There is :l 
rise in the 
standard of 

living. 


The barter 
system has 
been replaced 
by monetary 
system. 


Disappear¬ 
ance of 
ancient 
courts* 


Indifferent 
attitude of 
the British 
Parliament. 



A FIRST COURSE OF INDIAN ECONOMICS 


rent. Thirdly, there is seasonal scarcity of agricultural 
labour, Although population is increasing every year we 
find that on account of extension of cultivation the supply 
of agricultural labour in India is not adequate and this tends 
to raise wages during the agricultural season. 

See. 8(d), Growth of modern towns : its causes. 

Industrial revolution in India has led to the multiplica¬ 
tion of towns. Many new' towns have been created as a 
result of concentration of industries. Bombay, Abmedabad, 
Sholapur owe their present position to the localisation of 
cotton mills. Similarly, Jamshedpur has assumed an urban 
character on account of the expansion of iron and steel 
industry. It should be noted in this connection thkt 
industrialisation oE India, though a principal factor in the 
development of towns cannot be taken to be the sole factor. 
There are other causes which we cannot ignore. One such 
cause is the growth of commerce and we find today a large 
number of towns which are big commercial centres. These 
include Bombay, Calcutta, Delhi, Madras, Lahore, Bangalore 
and Karachi, The commercial importance of these towns is 
due to their favourable situation either at the vicinity of an 
important Railway junction or within easy access of 
important ports. 

Destruction of rural industries and rise of a class of 
landless labourers have led to influx of population into towns 
where many new avenues of employment are to he found, 
Again, amneties of town life have attracted men of position 
from the mral areas. Middle class people have also to main¬ 
tain an establishment in town in order to get their children 
trained in secondary schools and institutions of higher 
education. Administrative centralisation has led to the 
creation of a number of district towns where civil and 
criminal justice are found to be administered by competent 
courts and various offices of the district carry on their 
allotted functions. All these factors have combined to add 
to the number of towns and contributed to the growth of 
urban population. 

Sec. 9, The Joint Family system. 

This system is generally to be found among the Hindus 
in India, A group of persons may constitute a joinLfamily 
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when they live together m the same building, enjoy equal 
rights and privileges and possess & joint property. Tito 
joint family system has advantages and disadvantages. 


(0 The Advantages 

hz) The most important of the economic advantages is 
that it makes cost of living cheaper. A family that contains 
twelve members can purchase the articles required for con¬ 
sumption in large quantities and therefore at cheaper price 
and has not to make separate arrangement for each parti¬ 
cular member. The establishment charge in such families 
will not be twelve times higher than that incurred by a 
single person. 

(&) A division of labour among the members with all its 
advantages is possible only in a joint-family. One member 
may look after the management of the family property while 
others may get themselves employed elsewhere and increase 
the total income of the family. 

fc) There exists a bond of unity and strangers will think 
twice before attacking a person who is living with several 
others in a joint family. Thus a joint family adds to the 
safety and security of life and property of the members. 

(d) There we find mutual help and sympathy, A 
member who is ill or disabled will not be quite helpless 
inasmuch as he with his wife and children will be supported 
by the other members. Again, it creates a very wholesome 
atmosphere and the children that will be born in the family 
will have no opportunity of becoming selfish and mean. 

U) Equality of interest and disinterested motives to bo 
found In a joint family bring domestic peace and happi¬ 
ness, 

(/) The joint property of the family is enjoyed by all the 
members equally and can be managed easily and economic* 
ally. The partition of family lands is avoided and produc¬ 
tion on a large scale becomes possible. 

(tf) The joint family helps the growth of self-discipline, 
sacrifice, obedience and reverence and similar other virtues 
■which lead to perfection of mankind. 
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(ii) Disadvantages 

(а) Since in a joint family one member can live comfort¬ 
ably without contributing a single pice to tbe expenses of 
the family he will not try to exert himself much for earning 
his own bread. Again, the very fact that the earnings of 
one member will be enjoyed equally by others who contri¬ 
bute nothing takes away from the able members the desire 
to make the best use of their ability* Thus, a joint family is 
likely to encourage idleness among the members and dis¬ 
courage the growth of capital* 

(б) A joint family often gives opportunity to the selfish 
members to save everything that they earn while enjoying 
the fruits of labour of the unselfish members. 

(c) It sometimes brings family discomforts occasioned by 
the quarrel among the different members ; quarrels among 
the children often create a breach of peace in the family. 

(d) The joint family property the management of which 
is entrusted to a single member may not be managed effi¬ 
ciently because the income will be enjoyed not by the 
manager alone but by the other members as well* 

(e) The subordination of the members to the family head 
stands in the way of development of individuality and kills 
individual initiative and boldness in the sphere of economic 
activity. 

See. IQ, Why the system of joint family is dying 
out ? 

In ancient society the unit was not the individual but 
the family. The members of the family had no separate 
existence ; their interests were merged in that of the family. 
They were not allowed to do whatever they liked but had 
to be guided by the direction of the bead of the family. 
Gradually the ties of bloodrelationship upon which the 
system of joint family was based grew feeble and the indivi¬ 
dual came to b© recognised as a member of the modern 

state. _ , 

In modern state the unit is not the family but the 
individual. The law now recognises the rights of indivi¬ 
duals as distinct from that of the family. The members 
of the family have been given the right to have their shares 
in the ancestral property determined and to alienate them 
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according to their free will. This change in the organiza¬ 
tion of modern state has given a death blow to the system 
of joint-family. 

Again, there has been a change in the ideal of life. 
Formerly the ideal of the life was one of simple living and 
high thinking but present-day materialism has created a new 
atmosphere in which individual is always trying to improve 
his own standard of living, economic and social position. 

Another factor that has been responsible for the dissolu¬ 
tion oE the joint-family is the facility of communication. 
Th is has destroyed the family industry by helping foreign 
commodities to usurp the Indian market. This decay of the 
family industry has brought about a dissolution among the 
members of the family. The development of the means 
of communication has facilitated mobility of labour and the 
members of a joint-family have been forced to leave their 
home in order to earn their livelihood in a distant country. 

Sec. 11. Laws of Inheritance- 

In India there is no uniform body of laws of inheritance 
applicable to any and every person irrespective of the com¬ 
munity to which he belongs. The laws of inheritance differ 
■according to the different communities to be found in India. 
The Hindus are governed by the Hindu laws which are 
mainly based on the injunctions and principles of the Sruti 
and the SmritL The Mahomed&ns, again, have their own 
laws of inheritance. The Christians are governed by the 
Indian Succession Act. 

In discussing the Hindu laws of inheritance we shall 
have to deal with the two schools of law, viz .—-the Daya¬ 
bhag and the Mitak&hara- According to the Dayabhag 
school of Hindu law the right of the sons to the property 
of the deceased father accrues after the death of the father 
while according to the Mitakshara school, the right accrues 
from the time of birth, and on the death of a member the 
joint property passes to the other members by survivorship* 
The inheritance under the Dayabhag law is based upon 
the pinda theory and the nearest sapinda is always prefer- 
I'od to a more distant st&pifidft Fxcept in the case of 
properties, the female heirs have always a limited 
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interest and the property passes on their death to the next 
reversioners. 

The Mabomedan law of inheritance governs the Maho¬ 
metans. In this law too we find two different schools 
—(i) The Hanafi school, fc) the Shiah school. The former 
is applicable to the Sunni Mahomedans whereas the latter 
governs the Shiah Mahomedans. 

The M&homedan Law recognises a large body of heirs 
both male and female. Unlike Hindu Law this law allots 
a distinct share to the sons, daughters, parents, husband or 
wife. This law of inheritance has led to fragmentation of 
the land left by the deceased. 

Besides the above two laws governing the two principal 
communities of India there is the Indian Succession Act 
laying down a body of rules regarding the intestate succes¬ 
sion of persons who are governed neither by the Hindu 
Law nor by the Mahomedan Law of succession. 

Sec, 12. Economic effects of the Indian Laws of 
Succession. 

The Indian laws of inheritance and succession do not 
favour the devolution of ancestral property on one parti¬ 
cular person but enunciate certain equitable principles of 
distributing the ancestral property among the near and 
dear ones of the deceased. This enables almost every 
member of the family to get something to start with and 
helps him in carving out an independent career for himself. 
In the absence of such an equitable principle of distribution 
the more fortunate members would live in affluence while 
others would be forced to live a miserable life. This equity 
in distribution contributes greatly to the economic pros¬ 
perity of the country by stimulating individual enterprise. 
The evils of the laws cannot, however, be overlooked. First, 
the equitable principle has been responsible for the frag¬ 
mentation of the ancestral land and the agricultural industry 
cannot prosper on that account. Secondly, the peculiar 
laws of inheritance prevent the growth of capital with the 
result that large-scale industry can seldom flourish in India. 
The absolute dependence on the small partimony is also 
fatal to the growth of industrial bias which alone can 
ameliorate the distress of Indian peasantry. 
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Sec. 12(a)* Religion and economic activity. 

It is said that the Indians have a religious temperament 
and that this profoundly religious bias is in a way respon* 
sible for their industrial backwardness. The argument is 
that spiritualism and materialism cannot go together. But 
this contention is not supported by historical evidences. bar°to ' S 
It is, however, indisputable that people of ancient India had 
an uncommon attachment for religion and philosophy but progress, 
this did not take away the Indian mind from other spheres 
of human activity. Again, the Bhagvadgita which the 
Hindus regard as their gospel gives preference to a life of 
action and attempts a reconciliation between the spiritual 
and material aspects of life by preaching action without 
attachment. This proves clearly that the practice of religion 
did not in any way throw any obstacle in the path of 
economic progress. In fact the Indians did not remain 
inactive in the material world. They contributed greatly 
to the development of many important sciences and uptill 
the eighteenth century they could challenge all the leading 
nations of the west as regards advancement in the material 
world. Since then the Government of the country have 
taken an indifferent attitude towards the development of 
science and art and India which once flourished in the 
sphere of industry and culture has been driven to the 
background. Again, long domination by a foreign govern¬ 
ment has been responsible for a slave mentality which has 
characterised Indian people and stands in the way of 
economic progress. Besides, the general environment has 
undergone a severe change. The atmosphere of geniality, 
health and opulence has given place to a hot-bed of various 
devastating diseases, The outbreak of fell diseases is too in ^strial 
frequent and they tell heavily upon the health and strength backward- 
of the inhabitants. The Indians thus weakened by diseases ness, 
c au scarcely undertake a line of action which involves 
strenuous exertion. 

Sec, IB. People and their occupation. 

People of India depend mainly upon agriculture for their 
subsistence, About 67 per cent of the total number of A fcuUura 
workers are engaged in exploitation of animals and vegeta- is ^ main 
fion* The cultivators sometimes cultivate the land after occupatiou. 
taking settlement direct from the landlord but often we 
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find that they have no permanent right in the soil but 
cultivate land under a temporary settlement from the inter¬ 
mediate tenureholderg* In the latter case they have gene¬ 
rally to pay higher rent* In years of scarcity the agricul¬ 
turists have to sell almost the whole of their crops in paying 
rent to the landlord. 

Besides agriculture, there are several industries which 
give occupation to the inhabitants of India ; but the number 
of people that are engaged in industries does not exceed 12 
pet cent of the total population^ The great majority 
of this industrial population are engaged in unorganised 
industries connected with the supply of personal and house¬ 
hold necessaries and the simple implements of work* The 
number of industrial workers is rapidly increasing* We 
should note one outstanding fact that the supply of workers 
in the organised industries is not the same throughout the 
year. The Indian factory hand is generally a migratory 
individual who gets himself employed only when there is no 
work in the field and who never intends to stick to his job. 
This is the reason why the factory hands are generally 
inefficient. 

The handicrafts which are found to give employment to 
a certain percentage of the population generally turn out 
commodities to meet local demands for them. These 
industries are generally carried on with antiquated applian* 
ces. These are losing their importance on account of the 
importation of cheap manufactured articles. Less than one 
million people find employment in the army, the Navy, the 
police, the services and the learned professions and liberal . 
arts* 

Sec, 14* Existing Social system : its effects upon 
economic progress. 

With the spread of education and western culture in 
India we find a transition in the social sphere. The old 
rigid rules which no member of the ancient society could 
disobey with impunity have relaxed and we find in their 
place more liberal ideals of life* The rigidity of the caste 
system has been broken down by the disintegrating influence 
of western civilisation and heredity or the accident of birth 
has ceased to determine one's profession in life. People 
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belonging to priestly class are now found to take to profes¬ 
sions which their forefathers scrupulously avoided. There 
is free mobility of labour from one group to another and 
freedom of enterprise or economic freedom is enjoyed by 
almost every member of the society. Yet this social revolu¬ 
tion has not been complete. The caste prejudices are still 
found to restrict the choice of occupation* We scarcely 
find a Brahmin who has given up his family tradition and 
cultivates the few acres of laud ho possesses* Again, we find 
several non-competing groups which still restrict the number 
of members and charge heavy entrance fees upon new¬ 
comers* The sphere of society has been widened by the 
opening of railways and other improved means of com¬ 
munication* The narrow-minded self-sufficiency has given 
place to a spirit of in ter-dependence which makes for wider 
market and stimulates large-scale production. The stand¬ 
ard of living of the general mass of population has improved 
considerably and this has purchased for them better health 
and strength. The spirit of co-operation is gaming ground 
gradually and this has provided the people with cheap and 
easy credit and enabled them to solve many a problem of 
vital importance, 

This transition in social life has not been an unmixed 
blessing* The disruption of old fabric of society and the 
system of inter-caste marriage have been responsible for 
the deterioration of tho higher races. The growth of indi¬ 
vidualism has been associated with a spirit of selfishness 
and the earnings of successful members are scarcely avail¬ 
able for the benefit of those who are disabled or otherwise 
helpless* The standard of living has often been raised in 
respect of dress and we often find poor people sacrificing 
their food to the detriment of their health and strength for 
a momentary pleasure or vain show. The social transition 
has not changed the outlook of life. The people belonging 
to the higher castes are still lacking in a sense of dignity of 
labour and have got no industrial bias. Even the children 
of the lower castes who have got only a smattering of 
education are found to abhor all kinds of manual exertions. 
Indeed, this attitude is not at all commendable and is 
inimical to economic progress- The abolition of the Par dal i 
System has destroyed domestic peace and the existing 
rivalry between men and women has complicated the 
problem of unemployment* The system of early marriage 
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which still prevails in the lower strata of society leads to 
needless multiplication of children and the minutest sub¬ 
divisions of family holdings ; on th© hand* the artificial 
method of birth control which is now taken recourse to 
by the married couple belonging to the artistocratic section 
of society at th© cost of their health and strength has 
resulted in a racesuicide with all its serious consequences* 


Questions and Answers 

Q, J. Characterize briefly the economic transition in India. {C. U. 1912.} 

Ans. Sec. 7. 

Q. 2. Examine briefly the institutions of joint family and caste ; discuss fully 
their economic effects. (C. U. 1920.) 

Ans. See —Secs, 7 and 9* 

Q. 3* What are the economic effects of law of succession prevalent in India. 
(C, U. 1924,) 

Aub. See —Sec. 12. 

Hints: The equitable distribution among children encourages idleness— 
brings about family discords—stimulates spirit of litigation—causes fragmenta¬ 
tion of lands—large scale production becomes impossible—incidental expenses of 
fencing, 

4 s What are the effects of development of communications on the internal 
economy of villages. (C. U, 1928,) 

Ans. See —See. 8. 

Q. 5. Discuss the nature of the joint family in India, and explain its economic 
significance. What are the factors that tend to break it up in modern times ? 
(C, XL 1930.) 

Ans. — Secs. 9 and 10. 

Q. 6. Discuss the economic effects of the joint family and caste system in 
India, Would you advocate the abolition of these systems ? Give reasons for 
your answers. (C. U. 1931.) 

Ans. See —Secs. 7 and 9, 

Q. 7. What is the origin of the caste system ? Discuss how far it is unsuited 
to the structure of modern society and show how under the stress of modern 
economic conditions the rigidity of the old caste-systcm has been considerably 
modified. (G. U. 1929.) 

Aub. See— Sees. 7 & 7{a). 

Q. 8. Discuss the economic advantages and disadvantages of tbs caste system 
in India, (0. U. 1933.) 

Aub, See— See. 7* 
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Q. 9. Examine how far the existing social system of India helps or hinders the 
swmomic progress of India, (C. U, 193G.) 

Ans. See—Sec, 14, 

Q. 10, Describe the important features of the social structure of the people of 
India, (0. U. 1938.) 

Ans, See—Secs, 6 and 9, 
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PRODUCTION 

Sec, 1. The Condition of Indian Land. 

Production cannot be carried on except with the assis¬ 
tance of these four agents viz., land* labour* capital and 
organization. We shall discuss in this chapter the nature 
and character of each of these four agents that influence 
production in India. 

(i) The term land 1 is used in Economic Science to 
mean resources of nature. It includes not only 
agricultural and building lands but also other 
natural resources such as mines and water 
courses. 

We shall for the time being concentrate our attention 
to the study of the nature of agricultural land. 
India being an agricultural country the quantity 
and quality of the land available for cultivation 
must be studied first of all. With regard to the 
supply of land available for cultivation we can 
* say that the supply can be increased to some 

extent. In fact the areas under cultivation are 
going on increasing. There are still certain fallow 
lands and certain cultivable wastes to which 
cultivation can be extended. The amount of 
such lands which is available for cultivation is 
not less than 170 million acres. 

Next, we turn to inquire into the quality of the land. 
By the quality of the land we mean its fertility- 
The fertility of the land is a relative term. The 
land which is now sterile may be turned into a 
fertile one if sufficient amount of capital has 
been invested in it; but we should remember in 
this connection that it is the artificial properties 
of the soil that are amenable to improvement by 
chemical possesses but there are other natural 
properties which cannot be improved by human 
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beings. As a result of the loss of natural pro- 
potties the Law of Diminishing Return is oper¬ 
ating in agriculture. 

Again, the Indian peasants, poor as they are, are not 
in a position to improve the artificial properties 
of the soil by the application of manures. The 
intensive cultivation is almost absent in India, 
All these facts have been responsible for the 
insufficient returns from the Indian soil, 


See- 2, The condition o! the supply of labour. 

In the previous section we have dealt with the nature 
of the supply of land and in the present section we shall 
Consider the nature of the supply of another important Two methods 
agent viz * labour. The supply of labour can bo increased of increasing 
in two ways—(1) by increasing the number of labourers 3ll PP 1 y of 
and [2} by improving their efficiency. The former method abour ‘ 
is intimately connected with the growth of population and 
has been expressly denounced by Malthus on the ground 
that it will ultimately lead to misery, famine, war and 
pestilence. Although the Malthusian doctrine of population 
has been restricted in its operation in these days of efficient How Malthu- 
productiou and international trade yet it still holds good sian doctrine 
in countries like India where the efficiency in production holds good 
cannot keep pace with the increasing population, 111 India * 


The growth of population is to be studied with reference 
to the birth-rate and the death-rate in tho country in ques- 
tion. The net growth is given by the excess of birth over 
death. Taking into consideration both these factors we 
cannot say that the net increase in population in India is 
larger than that in European countries. Though on 
account of the system of early marriage which is prevalent 
here in India the number of children born is larger in India 
than in the Western countries, it is not true to say that all 
the newly born children go to increase the existing stock 
of population, We are to take into account tho death-rate 
which is also higher in India than in the Western countries 
are to doduot the death-rate from the birth-rate. 
™ hen such deduction has been made from the birth-rate 
of India, what remains is the net increase to the stock of 
Population. The net increase per 1000 of population is 
°&ly 6 in India while it is 10 in England, but the two 
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countries are not equally prosperous and the result is that 
England can maintain the increased population easily while 
in India the net increase in population, however small has 
the effect of lowering the standard of living. 

Sec. 3. Population ; its density. 

From the latest Census (1931) it appears that the total 
population of India including both British India and the 
Indian States is 352,986,876. The British India contains 
271,749,312 and the Indian States 812,37,564, The people 
live in an area of 18,05,332 square miles which represent 
the total area of British India as well as of the Indian 
States, The population, is not however, equally distri¬ 
buted. ■ In some parts the population is sparse while in 
others there is thick population. The most thickly popu¬ 
lated tracts are the level plains in Bengal, eastern United 
Provinces and in the southern part of the Peninsula. 
Generally, lands which are fertile and where rainfall is 
regular and certain have attracted a large number of people 
and this in a way accounts for the density of population 
in Bengal and United Provinces. Nevertheless, India, a 
purely agricultural country as it is, cannot afford to support 
as big a population as that of a highly industrialised country 
of the West. The average density of her population is low. 
According to the latest Census the average density over the 
whole of India is 195 to the square mile while the average 
density is 649 in England and Wales. In Bengal, however, 
there is even higher general level of density since Dacca 
division has a mean density of 935 persons and reaches a 
rural density of 3228 per square mile for Lobajang thana. 

Sec. 4. Population in Towns and Villages. 

The population of India has been distributed between 
towns and villages. The preponderance of agriculture has 
led to an aggregation of population in villages and in India 
there are as many as 685,260 villages. The total number 
of towns is 2675 containing only II per cent, of the Indian 
population and the rest of the population live in villages. 
This comparative fewness of towns shows clearly that 
Industrial Revolution has not been complete in India. Of 
late, the towns are growing in number. Between 1911 and 
1921 the towns with a 'population of above 50,000 have 
increased by more than 16 per cent, 
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See* 5* Causes of high birth-rate. 

It is an indisputable fact that the birth rate is higher in 
India than in the western countries. Now what are the 
causes of this difference in birth-rate ? We can attribute 
this difference in birth-rate to a number of causes. The 
most important of these causes is the climatic condition* 
In a country like India where there is warm climate, 
puberty is attained at a comparatively early age. The 
attainment of puberty at an earlier age coupled with the 
religious belief of the Hindus that the daughters should he 
married before the attainment of puberty, has been respon¬ 
sible for the early marriage in India. A belief is also 
common among the Hindus that sons must be begotten to 
secure salvation. Again, the low standard of living, the 
less expense of bringing up children and the unselfishness of 
parents have been other causes of early marriage in India, 
The high birth-rate in India is due to this custom of early 
marriage. Again, Biology tells us that poverty and fecun¬ 
dity go together ; birth-rate is, therefore, higher among the 
poorer section of the community* 

Sec, 6* Causes of high Death-rate* 

We have seen above that though the birth-rate is higher 
in India than in western countries, the net increase in 
population is smaller* The actual increase between the year 
1921 and the year 1981 was 10 6 per cent* The reason is 
that the high birth-rate is accompanied by a high death- 
rate* l.There are several important causes of this high 
death-rate. 

(1) The consummation of marriages—when the married 
couple are very young leads to the premature birth 
of some children who die shortly after their birth* 

(2) The early marriage is responsible for the death of 
females at the reproductive age* Often we find that 
females suffer from various diseases and they are in 
dying condition after they have given birth to a 
dozen of children* 

(3) The insanitary conditions of living and want of 
proper nourishment take away the power of resist¬ 
ance of people and diseases like malaria, plague and 
influenza hasten their untimely death* 
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(4) In India w© find that the mothers are ignorant of 
the method of nursing. The mothers are often 
engaged in their domestic works and cannot find 
enough time to look after their children* Some¬ 
times children are drugged with opium during the 
time when the mothers are engaged in a factory 
work. 

(5) Famine is another cause of the high death-rate in 
India. Famines occur more frequently because 
agriculture which is the principal industry in India 
has to depend more or less upon heaven for the 
supply of water, 

See. 7* The Growth of Population and ite Evils. 

In spite of the slow growth of population India is suffer¬ 
ing a great deal on account of over-population. The 
Malthusian doctrine of population which does not apply to 
countries which have improved their efficiency in the sphere 
of industry has its operation here in India. The population 
is going on increasing but the efficiency of production is not 
being improved to keep pace with this increasing population. 
The result is that every net increase In population has the 
effect of increasing the pressure of population on land. The 
people of India must be fed out of the food-stuffs produced 
from the Indian soil. This pressure of population on land 
has already led to the operation of the Law of Diminishing 
Return. Moreover, the situation has been aggravated by an 
increase in the export of food stuffs from this country. 
The prices of food-stuffs have increased considerably but the 
income of the people has not risen proportionately. Again* 
an increased supply of unskilled labour has complicated the 
problem of unemployment and the reduction of wages has 
been the consequence. 

Sec, 7(a). Preventive and Positive checks* 

Malthusian theory of population may not bold good in a 
country which is flourishing in the sphere of industry and 
is thus in a position to feed the increasing mouths ; but the 
theory applies in a country like India where people depend 
mainly upon agriculture and the pressure of population falls 
upon the land the supply of which is fixed by nature. The 
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evils Of overpopulation, says Malfchus, can be remedied 
when people take recourse to preventive checks. In the 
absence of these checks the positive checks will surely 
manifest themselves. Let us now see how far the preven¬ 
tive checks are present in India. These various checks may 
e described as follows ;—(i) Postponement of marriage or 
vow of celibacy, (ii) lower productivity per marriage, 

UnJ prolonged lactation, {Iv) polygamy, (y) poverty, and 
m) infanticide* 

Postponement of marriage avoids the chance of rapid 
multiplication of children* This is very rare in India. 

Among the Hindus marriages take place when the married Postpone- 
couple are too young to bear the responsibilities of a married mcnt ot 
life because of the religious belief that the daughters must mamage ‘ 
be married before they attain puberty* The Mubammedans 
are also found to follow the Hindus in this respect. Celibacy 
is condemned in a strong terms and the Hindu Shastras 
en]om that a Hindu must marry and beget sons to avoid 
damnation. In modern times, however, there is a tendency 
among the educated classes to postpone marriage till the 
a position to earn a decent income but the 
number of those conscientious people is very few and the 
effect of such postponement is negligible* 

It is said that the fertility in the case of a married 
woman of reproductive age in India is less than that in the 
case of married woman in England, An Indian woman 
during her reproductive period is capable of giving birth to ludiftn 
a smaller number of children than an English woman ; but 
on account of the postponement of marriage the English woman 
Women do not produce as many children as the Indian compared* 
Women do and this accounts for a higher birth-rate in India. 

The deliberate abstinence to avoid multiplication of 
children by artificial method is being practised among the 
middle-class people but its effect on the growth of popula¬ 
tion is not considerable, 

Prolonged lactation is as the medical authorities toll 
us, accompanied by decreased conoeptivity. In India the rmiouged 
pothers am affectionate and allow their children to feed lactation, 
themselves at the breast for a longer period of time* This 
practice goes to restrain the growth of population to a 
00 ns id or able extent, 

10 
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Polygamy is another pernicious custom which is in 
vogue in some parts of India* Some people who are proud 
of their social status are found to marry a number of women 
whom they can visit on rare occasions, For this reason the 
unfortunate women get very few chances of multiplying 
children- This check on the growth of population is how¬ 
ever negligible* 

Poverty sometimes defers marriage among the middle- 
class people. The poor parents cannot manage to marry 
their daughters at an early date, because they cannot pro¬ 
cure the dowry which they must pay to the bridegroom. 
The bridegrooms, again, are not ready to marry unless they 
are settled in life* It is, however, equally true that poverty 
sometimes leads to reckless marriage and careless multi* 
plication of children. 

The heavy 7 expenses which the poor parents have to 
incur during the marriage ceremony of their daughters 
destroy the affection which the parents may possess. Some* 
times poverty hardens their hearts and they do not hesitate 
to kill the female children as soon as they are born. The 
poor women are also found to take to deliberate abortion in 
order to avoid the trouble and expenses of childbirth* 
These evil practices have been discouraged by the combined 
forces of law and public opinion* 

From what we have said above it follows that although 
preventive checks, voluntary and involuntary are present in 
India, their combined effect upon the growth of the popula¬ 
tion is not considerable. The result is that production can¬ 
not keep pace with the increasing population and positive 
checks manifest themselves in the shape of diseases, war, 
pestilence, famine and cause untimely death of thousands of 
people. 

Sec. 7(b). Overpopulation and Indian Poverty. 

"When we examine the conditions of the Indians one 
important fact that attracts our attention is their appalling 
poverty* There are critics who ascribe this poverty to 
over population. This dogmatic assertion, cannot command 
unqualified support* True it is that over-population is one 
of the causes of Indian poverty. The population is going 
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<m increasing every year but the net supply of food and 
and other necessary articles is not keeping pace with the 
increasing population. The pressure of population on land 
has already led to the operation of the Law of Diminishing 
Return and this has affected seriously the economic position 
of the people. From these facts it will be erroneous to 
conclude that overpopulation lies at the root of Indian 
poverty* The existing resources of the country, if properly 
and scientifically worked can be made to support a larger 
number oF men. Again, there are industries which are 
suffering greatly for want of efficient hands. Even agri¬ 
culture which is the principal industry in India does not 
follew the up-to-date method of scientific cultivation and 
the people engaged in it are illiterate and conservative. 
Again, the capital invested in this industry is scarcely 
sufficient for intensive cultivation. The absence of indus¬ 
trial bias is another important factor. People remain 
idle for the major portion of the year when there is no work 
in the field to do. They are inefficient and cannot be pro¬ 
fitably employed in manufacturing industries. The heavy 
export of agricultural produce including foodstuff, and the 
absence of development of the manufacturing industries are 
also in a great measure responsible for poverty of the people. 
The wage-earners in India are at a disadvantage in bargain¬ 
ing and are not paid the wages they deserve according to 
their efficiency. The independent producers also cannot 
wait for the better price of the products and are often forced 
to sell their products to the middlemen who earn decent 
profit out of their transactions. The pernicious social 
customs and the litigious spirit of the agriculturists are also 
important causes of Indian poverty. Thus we see that 
poverty of the Indians is due to a number of causes and it 
is very difficult to point out the root cause. 

Sec, 8, Suggested Remedies of Over-population, 

Several remedies have been suggested to remove the 
miseries due to over population, This may bo briefly 
stated thus—(l) The equal distribution of population among 
the different parts of India. (2) Cultivation of waste lands* 
(3) Extension of irrigation. (4) Emigration of population 
to other parts of India, (fi) The introduction of up-to-date 
methods of produotion. (G) Industrialisation of India. 


Over-popu¬ 
lation is not 
the sole cause 
of poverty. 


Rem ediys 
that have 
been sugges¬ 
ted for over¬ 
coming l he 
misery due 
to over¬ 
population. 



148 


Want of 
mobility. 


Extension of 
cultivation. 


Extension of 
irrigation, 


Emigration 
of population. 




* 

[” ■ 



Up-to-date 

method. 


A FIRST COURSE OF INDIAN ECONOMICS 

With regard to the first remedy we can say that equal 
distribution of population in all parts of India is not pos¬ 
sible nor will such distribution remove the miseries due to 
over population. Each part of India is not equally pros¬ 
perous to feed an equal number of mouths* Again, the 
movement of labourers from one part of the country to 
another takes place very rarely. Although such mobility 
of labour has been facilitated by the present system of 
communication, the conservative habits of the people and 
the want of enterprise have made movement of population 
almost impossible* In recent times there has been, how¬ 
ever, some movement of population from one province fcb 
another and the Government of the country is in favour of 
abolition of restriction on inter-provincial movement, 

The second remedy tuz*, the extension of cultivation, 
may improve the condition of the people but considering 
the vast population of India this remedy will not be of 
practical importance* *. , ■ r : 

With regard to the third remedy viz., the improve¬ 
ment of irrigation system of India, the Irrigation Commis¬ 
sion has opined that there are parts of India where 
“the utmost use of every available means of irrigation will 
fail to afford complete protection against the failure of 
rainfall*’ h 

a j 

The fourth remedy viz, t the emigration of population to 
other parts of the world might have some importance in 
ancient times but in view of the present state of things and 
the humiliation to which the emigrants of India to foreign 
countries have been subject, it is advisable that this remndy 
should not be taken recourse to. The Emigration Act of 
1922 has permitted emigration.only to Ceylon tw the Straits 
Settlements and on a small scale to Mauritius, The actual 
number of Indians at present settled abroad # is *hout 
2,610,000* Ceylon alone gives shelter to about 33 per cent, 
of- the, total number of emigrants, The emigration of 
indentured labour was stopped in March, 1917 and since 
then emigration of Indian labour to other parts of the 
country has diminished substantially* -, f * j -J 

The fifth remedy is important inasmuch as it will lead 
to an increase in quantitative production* India can 
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improve its economic condition in a great measure by adopt¬ 
ing the up-to-date methods of production. 

i The sixth and the last remedy suggested in this connec¬ 
tion is industrialisation- The misery of India is mainly 
due to the fact that 70% of the population depend absolutely 
upon agriculture for maintenance. Every increase in 
population means an increased pressure upon the means of 
subsistence* If the people can improve their efficiency both 
in agriculture and in manufacture the increase in population 
will cease to be a danger to the material prosperity of the 
country* ■ 

■ -/ - * j '. ■ fj i . t I , * .. 

■!w ; 1 

Sec. 9, The nature o! the supply of industrial labour; 
Causes of their inefficiency. 

Though the supply of unskilled labour in India is very 
large, India suffers greatly for want of efficient labourers* 
This diminution in the supply of efficient labourers is a 
great obstacle to the industrial development of India* The 
Industrial Commission has attributed the inefficiency of 
the Indian labourers to the following causes—(l) absence of 
education amongst Indian artisans, (2) their low standard 
of living, (3) their poor health, (4) their migratory character, 
(p) their heterogeneity. 

*■ **' ■ I ' i. ' I I I , 1 . j „ - , J." . " f ■ ,i 9 I T ' ■ 

Jl In India there is scarcely any sharp line of demar¬ 
cation’between agricultural labour and industrial operative* 
Here wo do not find an urban proletariat* The supply of 
industrial labour is groat when the agriculturists have no 
work to do in the fields* These agriculturists come to the 
towns and get themselves employed in some factory r till the 
approach of rainy season. The period of service is too short 
to enable the industrial labourers to acquire efficiency in 
thdlr work* Again, this migratory character prevents 
industrial labourers from developing a sense of responsibility 
and thereby seriously hampers the progress of the indus¬ 
tries, The labourers do not want to establish themselves 
jti. the towns and always look forward for a time when they 
m\ bo able to return home with some money The factoiy 
ffltf %b little, attraction for them- Again, sometimes the 
olimate of the industrial areas and the system of the arti¬ 
ficial humidification generally effected by letting in stream 
or by the use of impure water toll upon the health and 
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strength of the workers. They have to work continuously 
for hours together and this brings a monotony in life. When 
they return from factory they are exhausted and the en¬ 
forced separation from their wives and children make their 
life all the more miserable. They cannot control their 
passion amidst the temptation of town life and become 
addicted to drink which leads to further demoralisation. 

Again, the industrial labourers are bewilderingly hetero* 
genoous. In an Indian factory the labourers are often 
drawn from various parts of the country and the result is 
that they differ profoundly in race and caste and creed, but 
in spite of this difference they have to yield to the uni¬ 
formity of factory laws and have to spend their hours with 
associates whose conversation they cannot understand. 
This heterogeneity has always hampered the growth of an 
organisation of labourers. True it is that there are trade 
unions but the leaders have comparatively little hold over 
the uneducated and migratory labourers who differ in race 
and religion. 

In India the labourers are illiterate and as such are 
not in a position to benefit themselves by the industrial 
knowledge which the Government of India has* according 
to the recommendation of the Industrial Commission* 
undertaken to spread. The mere spread of industrial 
knowledge will be of no effect if adequate arrangement is 
not made for the primary education of the mass of the 
population. Again, the number of technical schools and 
colleges is quite insufficient to afford adequate facilities for 
the training of industrial labourers. 

The low standard of living is also a very important 
cause of the inefficiency of Indian labourers. The standard 
of living has important effect upon the health and strength 
of the population, The Indian labourers cannot afford to 
consume sufficient quantity of nutritious food and live in 
wholesome dwellings*' In consequence they are frequently 
attacked with diseases like malaria* cholera, kala-azar and 
become incapable of undergoing strenuous exertions. The 
labourers are to work for many hours and as their inferior 
physique cannot bear the strain they take to the unscrupu¬ 
lous device of listlessness which in a way accounts for their 
bad workmanship. 
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The inefficiency of the industrial labourers is also due 
to the antiquated method of production. The Indian manu¬ 
facturers, poor as they are* cannot provide them with the 
up-to-date and costly appliances and this accounts for their 
lower per cajiita production. 

The system of recruitment of industrial labourers has 
certain effect upon their efficiency. In industrial towns we 
find the practice of employing workmen through Foreman 
and Sardars, These people generally exact commission 
from the employees who have to enter into a contract with 
these jobbers for payment of such commission before they 
can get themselves employed in a factory* This system of 
employing labourers increases the difficulties of securing 
efficient workers. 

The misery of industrial labourers has also been caused 
by the method of payment of wages. In some industrial 
towns the wages are paid on the fifteenth of the month 
following the one for which wages are earned. The result 
is that a new employee has to borrow money from the 
Sardars in order to meet his expenses for one month and a 
half. The Sardars realise both the principal and interest 
from the monthly wages. The employee cannot meet his 
expenses with the few coins that az T e handed over to him 
and is forced to approach the Sardar for a fresh loan, -The 
result is that the labourers can scarcely clear up their debts 
aud are forced to live a life of misery* The Payment of 
Wages Act, 1936 makes provision for regular payment of 
wages to the labourers and further provides that no wage 
Period shall exceed one month. 

Another factor that adds to the misery of the industrial 
labourers is the system of fines which are imposed upon the 
operatives for bad workmanship and loss of materials or 
damage of machinery* 

Sec. 9 (a), How to Improve the condition of Industrial 
Labour ? 

Indian industries sutler greatly on account of want of 
adequate supply of efficient labour* The factory workers 
have to live in the congested tenement houses of cm indus¬ 
trial town. They arc to work hard but their inefficiency 
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brings them wages with which they cannot purchase suffi¬ 
cient food for their nourishment. They cannot afford to 
nve with their wives because their humble income cannot 
help them in hiring a room. The insanitary houses in 
which they are forced to live and their low standard of 
m mg toll upon their health and strength. Attempts must 
>e made to remove the miseries of factory life by making 
adequate provision of medical aids, proper sanitary arrange¬ 
ment bathing facilities, maternity benefit, improved housing, 
schools for scientific training, workman’s insurance and 
labour exchanges. The Social Service League and similar 
other organisations should direct their attention to these 
problems* The employers should encourage all institutions 
ot welfare work. The Improvement Trust should be esfabli- 
s ie in each industrial town and undertake the responsi- 
bihty of constructing sanitary dwellings for the workmen. 
Ihe railways and other public bodies should provide their 
employees with suitable dwellings, To avoid further con¬ 
gestion* the provincial Governments should refuse pennis* 
sion for the establishment of new industrial concerns in the 
hearts of towns* They should, as the Labour Commission 
recommended, make a survey of the urban and industrial 
areas with a view to ascertaining their needs with regard 
to housing. They should prescribe a minimum standard as 
to cubic space, water-supply, ventilation etc* and cast upon 
the Improvement Trust an obligation to provide the work* 
men with adequate dwellings. They should also encourage 
the creation of co operative building societies and pass suit¬ 
able town-planning Acts* Land Acquisition Act should be 
so amended as to authorise the industrial concerns,, to 
acquit e land for the erection of suitable houses for workers. 

The employment of female labour should receive parti¬ 
cular attention. Maternity Acts should be passed in all 
provinces with a view to enforcing the payment of allow¬ 
ances to female workers during their confinemefc. 

The spread of elementary education among the industrial 
workers is urgently necessary. Education will help them 
in understanding their rights and responsibilities and 
improve their general ability., They will realise what 
united efforts can do for them and in this way trade 
unions will be formed which will exact from the employer^ 
snob wages as the workers deserve* Education will brittg 
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in 'wholesome atmosphere ; workmen will gradually learn 
how to make the best use of their humble earnings and 
reduce their expenditures on drink* 

The growth of the spirit of co-operation among the in¬ 
dependent workers will enable them to purchase raw 
materials in large quantities and to carry on production with 
up-to-date appliances which they will be in a position to 
purchase with joint funds. Co-operative Stores will enable 
them to purchase their necessaries at cheaper prices. In 
this way efficiency of the independent workers will increase* 

Steps are being taken by the managers of factories to 
abolish the system of recruitment of labourers through 
jobbers and overseers- The methods of payment of wages 
frnd realisation of fines should be improved. Care should also 
be taken to provide the labourers with the best kinds of 
appliances and the best materials- The wages of labourers 
should be raised when such rise is justified by the contribu¬ 
tion of labourers to production, A rise in wages goes to 
raise the standard of living and they improve the efficiency 
of labourers- The sweating of labour in Japan can be no 
ground for withholding an increment in wages when the 
labourers concerned deserve such increment, 

J The indebtedness of the industrial workers is another 
drawback which makes the position of the labourers worse- 
They borrow money for unproductive purposes and the late 
of interest charged on these loans is very high because the 
Workers can seldom furnish any good security, Ths result 
is that they have to part with a considerable poition oi 
their poor income in payment of these loans, Stops should 
be taken to restrict these unproductive loans as far as 
practicable. In this connection the Government may with 
advantage follow the recommendations of the Labour 
Commission regarding the exemption of certain minimum 
salaries (vnd of provident funds of the workers from attach¬ 
ment. 

In India the labourers have little or no reserve fund. 
They olumo t wait and must accept any wages wluoh their 
employers are pleased to offer them. They aro to work 
hard but they are paid very low wages. They are quite 
helpless victims at the hands of the employers. ie i i- 
toraoy of the labourers has beau responsible for the slow 
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growth of Trade-Union Organization. Under these circum¬ 
stances the Government cannot but intervene and make 
laws regulating the employment of labourers. Accordingly, 
we find that the Government of India has passed a large 
number of wisely framed and effective measures, such as 
the Factories Acts of 1881, 1891 t 1911, 1922, 1929, and 
1934, the Mines Act of 1901 and 1923, the Workmen's 
Compensation Act of 1923, the Trade Unions Act of 
1926, the Trade Disputes Act of 1929, the payment of 
Wages Act, 1936* The condition of fclie labourers has no 
doubt been improved by these legislative measures 
but there is as yet a great deal to be done before the 
industrial labourers of India can be favourably compared 
with similar labourers of the more advanced countries. 
The proposals of the International Labour Conference 
tegarding the sickness insurance, the reduction of hours of 
work in commercial undertakings and the under ground 
coal mines have not yet been accepted by the Government. 
The Congress governments during their short career 
fully understood their responsibilities for the welfare of the 
industrial workers and issued a policy and programme of 
work which constituted an undertaking to "secure to the 
workers a decent standard of living, hours of work and con* 
ditions of employment in conformity, as far as the econo¬ 
mic conditions permit, with the international standards, 
suitable machinery for the settlement of disputes, protection 
against the economic consequences of old age, sickness 
and unemployment and the right of workers to form unions 
and to strike for the protection of their interests/' 


Sec, 10* Factory Legislation in India, 

As in other countries so also in India the necessity of 
factory legislation has been keenly felt to check the employ¬ 
ment of children and women and to promote better condi¬ 
tions of work. If there is no law to regulate the employment 
of children and women the economic prosperity which is 
intimately connected with the health and strength of the 
population is surely to be at stake. The employment of 
children who are too young to bear the strain of factory 
work will undoubtedly undermine their efficiency and bring 
about their premature death. The employment of women 
without any regulation as to the time and hours of work 
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will bring moral degenei'ation and militate against their 
maternal instincts. Moreover, the regulation of the hours 
of work is necessary not only iti the case of children and 
women but also in the case of adult persons* The 
restriction on the hours of labour is sure to improve 
the efficiency of the labourers. In India the factory legis¬ 
lations have been mainly due to the efforts of the Govern¬ 
ment* Several Acts have been passed in India with a view 
to regulating the hours of work and condition of employ¬ 
ment. Let us have a brief account of the provisions of 
these Acts* 


The first factory Act which was the outcome of a factory 
commission appointed by Bombay Government was passed l ho factory 
in 1881. The provisions of this Act related to the employ- ^°rm, 
ment of children alone* The Act was followed by the Act 
of 1891 which regulated the conditions of employment till 
1911* The Act of 1891 included within the term factory 
any premises in which mechanical power had been used for 
not less than four months and which employed not less than 
50 labourers. The Act empowered the Local Government 
to alter the above definition of factory and to appoint 
surgeons for certifying the age of children and inspectors to 
supervise the work of factories. The hours of labour were 
reduced to 11 hours with intervals of rest amounting to at 
least an hour and a half. The employment of women 
between 8 P*M. and 5 A.M* was prohibited* The children 
who wer© below tha#age of 14 years could not be employed 
during the night time and the hours of work were limited 
to 7* The children who were below the age of 9 years 
could not be employed. The Act also provided foi the 
adequate fencing of dangerous machinery. 

The Act was repealed by the Act of 1911 which was 

passed mainly with a view to checking the abuses of cotton 

mills as represented by the Lancashire manufacturers ; the Hw, Act of 
Act of 1911 altered the definition of factory ao as to include 
within it factories other than those already included. It 
imposed for the first time special restrictions on the employ¬ 
ment of adult labourers in any textile factory. The hours 
of labour for sush labourers were limited to 12 every ay. 

This Aot also restricted the hours for which children and 
women could be employed. The children could be worked 
for six hours a day and must produce the aga-certihcata. 
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Then come the Act of 1922 which revised the whole 
law on the subject. The definition of a factory became 
wider and came to include all power-using factories employ'- 
ing not less than twenty persons. Next came the Factory 
Act of 1931 which defines the factory so as to include 
pi emises whereon 20 or more workers are working and in 
any part of which a manufacturing process is being carried 
on wjth the aid of power. The Act provides for the appoint- 
meat of inspecting staff and certifying surgeons and makes 
detailed provisions for securing cleanliness, ventilation in 
factories and for providing the factory workers with pure 
drinking water and sanitary latrines and urinals. The Act 
prescribes the maximum hours of work. The hours of work 
for an adult worker engaged in a factory shall not exceed 
fifty-four hours in any week. Hours of work per day were 
restricted to certain special cases ; in ease of seasonal 
factories the maximum period shall not exceed sixty hours 
in a week. No adult worker shall he made to work conti¬ 
nuously for six hours without an interval for rest of at least 
one hour. No woman shall be allowed to work in a factory 
except between 6 A.M. and 7 rm. No child who has not 
completed his twelfth year shall be allowed to work in any 
factory. No child who has completed his twelfth year an<i 
no adolescent (ix. person who has completed his fifteenth 
but has not completed his seventeenth year) shall be allowed 
to work unless he has been given a certificate of fitness. No 
child shall be allowed to work in a factory for more th$a 
five hours in a day. Another important piece of legislation 
was passed in 1940 which extended the provisions of tlje 
Act of 1934 to children employed in power factories engage 
ing from 10 to 19 persons. Another Act which has been 
passed with a view to ameliorating the miseries of the 
labourers is the Workmen's Compensation Act of 1923 as 
amended by the Act of 1933, The Act gives a definition of 
the dependent and gives the Governor-General power . to 
make the Act applicable to persons employed in a particular 
profession. This Act confers upon the labourers other than 
agricultural labourers and domestic servants a right to com-* 
pensation in all cases of personal injury by accident and in 
eases of certain industrial diseases and also prescribes the 
amount of compensation. ■ jiff! 1 ! 

Another important piece of legislation is the payment of 
Wages Act, 1936 which provides for payment of wages 
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wit bin seven days from the conclusion of the wage period 
and controls the illegal deductions often made by the 
employers out of the wages of labourers. 

Sec* 10(a)* Labour Legislation in Mines and Rail¬ 
ways* 

F _ t 

With the growth of mining industries the number of 
labourers engaged in them increased rapidly. This neces- The Act of 
sitated certain regulations and these were embodied in the 1023, 
first Indian Mines Act of 1901, The said Act operated till 
1923 when another Act was passed to introduce further 
reforms. The Act of 1923 widened the definition of mine 
and restricted the hours to sixty per week for workers above 
ground and to fifty hours for workers underground, A child 
who was defined as person under the age of thirteen years 
was not allowed to work below ground. The Act of 1923 
was followed by an amending Act in 1928 which restricted The Indian 
the employment of the same set of workmen to 12 hours a Act of 

day and authorised the mines to introduce a system of shifts 10a5 ‘ 
of twelve hours. The Indian Mines (amendment) Act of 
1935 has raised the minimum age for employment in a mine 
from 13 to 15 years and reduced the hours of work above 
ground to 54 hours weekly and 10 hours daily and the 
hours of work below ground to 9 hours daily. 

formerly the Bail way workshops were governed by the 
Factories Act of 1922, but the ratification by the Govern- 
ment of India of the Washington (1919) and the Geneva j^of" 
Conventions necessitated certain changes in the existing law* i&ao. 4 
These were incorporated in the Indian Bail way Amendment 
Acts of 1930. This Act Provides that a railway servant 
must not be employed for more than 60 hours a week on the 
average in any r month but if his work is intermittent he may 
be employed for a maximum of 84 hours a week. The 
hours of work havo been reduced by the Factory Act of 
1934 to 9 per day and 59 per week. 

Sec. li. Nature of Industrial training, 

' ’ ^ t 1 ' The primitive 

In ancient India when caste-system was prevalent people system of 
belonging to one caste could easily train theinselvos in their tremmg was 
caste profession. Such a system of industrial training was 
defective inasmuch as the apprentices had only practical merely 
training and nothing which would dovelop their general practical, 
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ability* The modern method of industrial training aims at 
not only imparting practical knowledge regarding some parti¬ 
cular industry but also developing the general ability of the 
apprentices, Mere practical training might be useful so far as 
the employment m that particular industry is concerned, but 
it will fail to bring the apprentice any permanent benefit* 

In India the modern system of industrial training is 
almost unknown* This has been due to the indifference of 
the Government of India and the contemptuous attitude of 
the rich towards the labourers* The Industrial Commission 
had cast upon the Government the duty of making suitable 
arrangement for the universal primary education and after 
this has been done the next step that the Government should 
take* will be to improve the technical education by making 
provision both for industrial schools where the cottage in¬ 
dustrialists may get their training and for a system of orga¬ 
nised apprenticeship for four or five years so that those wish¬ 
ing to join organised industries may get both practical and 
theoretical training during the term of such apprenticeship. 


Sec- 11(a)* A case of Industrial Education : Efforts 
of Government 

The system of education in a country influences greatly 
its economic condition. When it is too literary and aca¬ 
demic it may go to develop the mental faculties of indivi¬ 
duals but it will rarely bring them material happiness* If 
wants are unknown and things are available without any 
human endeavour ot with the slightest exertion* a system of 
liberal education may bring immense good to mankind. 
This ideal state of things does not exist now and it is doubt- 
industrial ful whether it ever existed in this world. Men must struggle 

education. hard in these days of keen competition, otherwise their 

wants will go unsatisfied. They must make the best use of 
their hands and eyes. This is not possible unless they get 
some practical training and become efficient producers. This 
makes a strong case for industrial education. 

In imparting industrial training care should be taken to 
open different classes and to devise different courses for the 
training of different classes of labourers. The ordinary work¬ 
men cannot be trained along with the artisans and tbe 
foremen* Again, the conditions of training must he con¬ 
sistent with the sense of self-respect of the worker and 
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must hold out a brighter prospect for success in order to 
Attract educated Indian youths- 

Id India the system of education has been highly literary 
and academic. The colleges and universities provide for a 
system of training which is purely theoretical. They pro¬ 
duce ©very year a number of graduates whose knowledge 
helps them very little in the practical held. The learned 
professions are overcrowded and very few graduates can 
prosper in them* The result is that these swelling number 
of graduates whose education has taught nothing but a dis¬ 
taste for manual exertion, has complicated the problem of 
unemployment in India. In recent times, however there is 
a change in the angle of vision and it is pleasant to note 
that liberal education has lost much of its charms. The 
guardians are now very anxious to equip their children with 
some amount of technical education but the facilities for 
such education are still too meagre for a vast country like 
India* The Government of India appreciated the necessity 
and importance of such education as early as 1888 and 
advised the provincial governments to take necessary action. 
During the administration of Lord Curzon who called a 
conference of educational experts at Simla in 1901 the 
question of technical education came under discussion ; the 
net result of these discussions was an improvement m the 
teaching of science at the universities and the institutions 
of certain scholarships to b© awarded to Indian students 
who would proceed to England and America to get technical 
education. The question of technical education also 
received careful consideration at the hands ol seveial 
Commissions viz, the Industrial Commission (1916-18), th© 
Calcutta University (Sadler) Commission (1917-19)* Many 
valuable recommendations were made bnt no stop ? 0U T 
taken by the Government on account of paucity of funds* 

Education has become a provincial subject since the 
Reforms and technical education has therefore, come un er 
the control of the Provincial Departments of Industries. 
These Departments have done very little for the spurn o 
industrial education. The Government of Bombay, 
aver, appointed a committed on technical and industrial 
education in 1921* The Committee produced two reports 
ft Majority Beport and a Minority Report, lbo Govern¬ 
ment of Bombay has not as yet taken any action on tuose 
ftfflnmm en dat io ns, 
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Such being the attitude of the Government the technical 
education has made very little progress in the country. The 
number of technical schools and colleges was 1617 in 1937 
and their pupils amounted to 103,899* The number of 
colleges is only 75. At present there are the following 
important institutions for technical education 

(1) The Victoria Technical Institute, Bombay, 

{2) Institute of Science, Bangalore, 

(3) Government School of Art in Presidency Towns, 

Lucknow and Lahore. 

(4) Colleges of Engineering at Boorki, Shibpore, 

Poona, Madras, Bangoon, Patna and Benares \ 
Ashanullah School of Engineering at Dacca. 

(5) Technical Institute, Cawnpur. 

(6) Mining School, Dhanbad. 

(7) The Indian Forest Banger College at Dehra Dun. 
(7a) The Indian Forest College at New Forest* 

(8) Agricultural College at New Delhi, 

(9) Government Commercial Institute, Calcutta. 

(10) Bengal Technical Institute managed by the 

National Council of Education, Bengal, 

. (11) Government Weaving Institute at Serampore. 

(12) Bengal Tanning Institute. 

(13) Sydenham College at Bombay. 

(14) The Institute of Technology at Cawnpore. 

(15) The Institute of Metallurgy at Jamshedpur* 

(16) Mining and Metallurgical College at Benares. 

(17) The Dufferin stationed in Bombay Waters. 


Sec. 11(b)* Royal Commission on Labour* 


The great industrial unrest which culminated in Indus- 
trial strife brought the labour problem to the forefront a^d 
necessitated a detailed survey of the labour position vi 
India. In 1929 the Government of India appointed a Boya* 
Commission on Indian Labour and' asked the latter to 
enquire into and report on the existing conditions of labour | 
in industrial undertakings and plantations in British India, \ 
on the health, efficiency and standard of living of the work- \ 
ers and on the relation between the employers and the 
employed, and to make recommendations, The Recommend¬ 
ations of the Commission have been given in the Appendix. 


PRODUCTION 


1C1 


The Government of India classified these recommendations 
under six different groups and requested the Provincial Gov¬ 
ernments to give eflect to the recommendations by appro¬ 
priate legislation when necessary. Most of these recom¬ 
mendations which relate to the condition and hours of work 
,Q factories and mines, workmen's compensation and control 
and supervision of the labour which migrates to tea and 
other plantations in Assam, have been given effect to by 
necessary amending or consolidating Acts. Legislation was 
alsd made an the lines of the British Truck Act to control 
the deductions which employers may make from wages in 
respect of fines and to provide for early payment of due 
wages* In pursuance of this recommendation the payment 
of Wages Act was passed in 1936 making the following im¬ 
portant provisions viz, (1) No wage period shall exceed one 
months (2) The wages must be paid before the expiry of a 
number of days (7 or 10) after the last day of the wage 
period, (3) The imposition of fine is strictly restricted* 

U) Deduction from wages for absence should be pro rata. 

Sec* 11(c). A brief review of the industrial position* 

Though India is in a transition in so far as her industrial 
development is concerned, we cannot ignore the progress 
which India has achieved uptill recent times. This 
is evidenced by the rapid growth of factories. In 1894 the 
number of factories working in India was 815 and in 
1936 there were as many as 9323 factories. Since 1932 the 
Indian industries have been progressing rapidly. The major 
industries like iron and steel* textiles* sugar, have been 
forking on efficient lines as a result of _ protection and 
facility for importation of machinery. Cement, paper and jute 
manufactures have also recorded substantial increase in the 
Scale of production. The expansion of these infant indus- 
tries has been encouraged by the Swadeshi Movement and 
the upward movement of agricultural prices which has 
^proved the eoonomio position of tho agriculturists. The 
dumber of industrial workers has increased several times 
& &d the conditions of employment have been improved by Introduction 
successive factories Acts. An attempt lias been made to °f rational!- 
improve the efficiency by adopting the system of rationalise- 
tiou which has been successful in the west. This system of 
rationalisation has however, oreated unemployment and we 
11 



162 


A FIRST COURSE OF INDIAN ECONOMICS 


Constitution¬ 
al provision. 


Inadequate 
supply of 
capital. 


Co-operative 
organisation 
can help 
much. 


find that in recent years although the factories have 
increased in number the total number of workers employed 
in them has fallen substantially. 

It should be noted in this .connection that foreign 
countries have not failed to recognise this change in the 
industrial position of India, The industrial position of 
India has been briefly summed up by the India Office of 
the British Government in the following lines :—“28 million 
agricultural workers excluding peasant proprietors ; ldlflOO 
maritime workers a figure second only to that of the United 
Kingdom, over 20 million workers in industry including 
cottage industries, mines and transport* railway mileage 
in excess of that in every country in the world except the 
United States of America", Within the country the 
labourers have been given a voice in the administration 
of the country. The present constitution reserves certain 
seats both in the central and in the provincial legislatures 
for the representation of labour. In the Government of 
India Act, 1935 provision has been made for the representa¬ 
tion of labour. The Indian Delimitation Committee have 
laid down certain requirements which a Trade Union 
should fulfil before it can be included in the electorate. 

Sec* 12, Nature of the supply of indigenous 
capital. 

Capital is needed in agriculture and in manufacture. 
The capital required for agricultural purposes is mainly 
supplied by the money-lenders at an exorbitant rate of 
interest ; the qq operative credit societies have done a great 
deal in the matter of supply of agricultural capital at a 
considerably lower rate of interest ; but the supply of 
capital for agricultural purposes is insufficient and the 
result is that the cultivators cannot cultivate land intensive¬ 
ly with the aid of up-to-date appliances: 

The supply of capital which is required for cottage 
industries and independent firms comes partly from the 
village money-lenders and partly from the enterprisers 
themselves. Co-operative credit societies have done some¬ 
thing to increase the supply of capital but there is as yet 
much to be done in order that the supply may be ade- 
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quate. The big firms and industries which require the 
investment of large amount of capital are mainly financed 
by foreign capitalists* 

India being a poor country the supply of capital is very 
small. Again, whatever small amount of capital the Indians 
might possess they are too shy to invest it in profitable 
enterprises* These two causes have been responsible for India's stock 
India's backwardness both in agriculture and manufacture* capital is 

The shyness of the Indian capitalists is mainly due to ^ m£i 
their illiteracy and cannot be removed unless adequate 
arrangement has been made for the intellectual develop¬ 
ment of the country. Again, the want of adequate security 
against which money may be safely advanced has been 
responsible for the shyness of Indian capitalists* Often 
Indian money-lenders have to lend money to persons who 
can furnish no security and thus there is the risk of non- g av i n 
realisation. In recent times the banking organisations, the DeparTm^ut 
Savings Bank Department and the Co-operative Credit and Co-opo- 
Societies have removed the shyness to some extent and the tativo Credit 
Indians are often found to deposit their savings with these Societies* 
institutions which in their turn invest them in profitable 
enterprises, but deposit banking is still in its infancy in 
India* The number of joint stock banks is increasing day 
by day but the part they play in the development of 
industry is not very important because these joint stock want of 
hanks cannot afford to lend money for a long period of banking 
time. These joint stock banks are mainly financed by facility* 
foreign capitalists and the supply of money depends greatly 
upon the foreign market. 


Sec, 13* The supply of Foreign Capital—its advan¬ 
tages and disadvantages* 

The little stock of capital that India possesses is not 
sufficient for the proper utilization of her resources ; and 
the utilisation of the resources is urgently necessary for the 
economio development of the country. Under these eir- Two import- 
Qumstances India has no other alternative than to import ant advan- 
foreign capital. Such an importation of foreign capital tagas follow 
accompanied with foreign onterpriso has been made with a 
view to opening many important industries that we find in 0< for^g n 
the present time* The mining industries, the textile capital. 
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industries, and the plantations like tea, coffee and chineona 
could not attain such development without the aid of 
foreign capital and enterprise. The use of foreign capital 
has facilitated the utilisation of India's resources and thrown 
open new avenues of employment* It has increased the 
national dividend and raised the wages of labourers con¬ 
siderably, Again, the importation of foreign capital has 
some educative influence. The foreigners have imported 
into the country the technical knowledge relating to the 
industries which they want to establish and have given an 
opportunity to the Indians to learn how to organise indus* 
tries on efficient lines. The foreign enterprisers are invest¬ 
ing their capital in risky enterprises and thereby giving the 
Indians a chance of knowing how to take risks boldly. 
There are certain risks incidental to every industrial under¬ 
taking and unless the Indians are taught bow to take such 
risk the Indian capitalists will remain shy for all time to 
come. The foreign capitalists are ready to bear the initial 
cost of development and thereby smooth the paths of 
unknown enterprises. 

The importation of foreign capital saddled with foreign 
enterprise has not been an unmixed blessing. The foreign 
enterprisers are investing their capital and taking away the 
profits received from Indian industries. The only benefit 
that India derives is in the shape of wages to the labourers. 
The result is that Indian resources are being exploited by 
the foreign capitalists. Though the utilization of natural 
resources is intimately connected with the economic pros¬ 
perity of India such an utilization which means exploitation 
is not conducive to the interest of India. It is the 
foreigners that are getting the lion’s share of the benefits 
derived from such utilization of India’s resources. The 
foreigners may monopolise the key industries and thus 
complicate the problem of national defence. Again, it b as 
been urged that the investment of foreign capital by the 
foreign enterprisers strengthens their hold on the country 
and thereby hampers the political progress of India. The 
Indian opinion also attaches less importance to the educa¬ 
tive influence of importation of foreign capital and enter¬ 
prise because the foreign enterprisers do not often allow 
the Indians to occupy 'responsible and important posts m 
the industry and offer very little opportunity for training 
the Indians as apprentices. 
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Sec. 14. Proposed Restrictions on Foreign Capital. 

It is to the interest of India that Indian resources 
should not be allowed to be exploited by foreign capitalists* 
There has been enough of such exploitation and if it is 
allowed to go on in this way a time will soon come when 
all the Indian resources will be exhausted* Under these 
circumstances it is the duty of the Government to regulate 
the investment of foreign capital. India has no objection 
if foreign capital alone is imported but what Indian opinion 
protests is the importation of foreign enterprise* If the 
Indians borrow foreign capital and invest it in enterprise 
the foreign capitalists will get only interest on the capital 
borrowed and will get no share of the profits* In that case 
the question of exploitation cannot arise at all. But the 
Indians are not in a position to take the whole risk upon 
their shoulders* The best remedy therefore! under the 
present circumstances will be to increase the participation 
of the Indians in industries* Several suggestions have been 
made in this connection* Let us have a brief account of 
these suggestions :— 

(i) That Indians should be given a fair chance of 
becoming shareholders in industries floated by 
foreign capitalists, 

(ii) That Government should discourage the invest¬ 
ment of foreign capital saddled with foreign 
enterprise by refusing to grant mining licenses 
and leases to the foreign enterprisers* 

(iii) That the Government should cease to register 
any company that does not possess a certain 
proportion of Indian capital* 

{iv} That the Indian shareholders should enjoy the 
right of returning their osvn directors in propor¬ 
tion to their number, 

(v) That non-Indian Joiutstock Companies should 
be allowed to be floated only with rupee capital 

The Fiscal Commission as well as the External Capital 
Committee have criticised some of the above suggestions 
aa unjust and inequitable. It haa been argued that the 
reservation of a certain number of shares for the Indian 
shareholders would lead to the fall in the prices of such 
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With regard to the fifth suggestion the commissioners 
argued that such a restriction would generally be evaded 
by the floatation of private companies but this argument 
has little force because large amount of capital necessary 
for industrial enterprises can scarcely be secured by private 
firms. The proposal regarding the reservation of certain 
seats in the directorate for the Indians has been attacked 
on the ground that it savours of racial eommunalism and 
violates every principle of sound business management. 
But in spite of this objection this restriction should be 
imposed with a view to giving the Indians reasonable 
opportunity of giving industrial training. Under these cir¬ 
cumstances it is highly desirable that the Government 
monopolies and concessions should not be granted to 
companies other than those incorporated with rupee capital 
in India and having Indian directors and affording facilities 
for the training of Indian apprentices. 


Sec, 14(a), Foreign capital under the new consti¬ 
tution* 
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The evils of foreign capital have been emphasised by the 
public opinion in India and there is a loud cry for the 
removal of these evils* The authorities that rule India 
remain unmoved and with a view to safeguarding the 
interest of British officers, merchants and capitalists, in 
India, have incorporated in the new constitution certain 
clauses which prevent any Indian Legislature, whether 
federal or provincial from making any anti-British laws 
imposing any restriction either on the right of entry into 
British India or their right to travel, residence, the acquisi¬ 
tion, holding or disposal of property, the holding of public 
office, or the carrying on of any occupation, trade, business 
or profession. In the same way no valid law can be made 
which imposes discriminatory taxation against British 
subjects and British companies. The Companies incorpora¬ 
ted in the United Kingdom shall also be eligible for any 
grant, bounty or subsidy payable out of the revenues of the 
Federation or of a Province tor the encouragement of trade 
or industry. These protective clauses will have no effect 
when the United Kingdom imposes similar restrictions on 
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subjects domiciled m India and Companies incorporated in 
India* This qualification which ensures reciprocal treat¬ 
ment can have no significance in view of fact that the 
Indian capitalists who cannot compete with British firms 
in their own country will have little chance of competing 
with British capitalists in a foreign country. The clear 
implication of all the above provisions is that the vested 
interest of the British capitalists in the sphere of trade and 
interest should be safeguarded at any cost, The statutory 
provisions have again, been supplemented by the Instru¬ 
ments of Instructions which give the Governor-General and 
Governors wide discretion to refuse assent to a hill which 
may have a discriminatory effect and in case of doubt 
make it obligatory on them to reserve the Bill for the signi¬ 
fication of His Majesty's pleasure* 

Sec. 15* How Foreign Capital enters into India* 

Foreign capital enters into India in there important ways* 
First, it enters into India in the shape of loans made to 
the Indians or to the Indian Government at a certain rate 
of interest. The foreign capitalists in this case get only 
the stipulated amount of interest and nothing more* They 
do not take the risk of conducting the industries and as 
such are not entitled to claim the profits derived from 
them* The Indians have no objection to this sort of in¬ 
vestment. Such investment on the other hand, will render 
a great service to India by removing the stringency of the 
money market. 

Secondly, foreign capital comes to India in the shape of 
investment made by foreign enterprisers in Indian indus* 
tries in order to compete with the Indian Industries* The 
investment of such foreign capital brings about a keen com¬ 
petition between the Indian and the foreign capitalists with 
the result that the consumers can get commodities at a 
oheap competitive price* But some restrictions should be 
imposed on such investment because otherwise the foioign- 
gi'b would exploit the resources of India. 

Thirdly, there are investments in which foreign capital¬ 
ists enjoy certain privileges or concessions of laud or othoi 
natural resources. In granting such concessions the 
Government should take earn not to jeopardise the interest 
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of India for the benefit of foreigners* Even if the interest 
of India demands such grant St should ba made subject to 
the condition that the Indians should have some share in 
such enterprises and some voice m its management* 

Sec* 16* Hoarded Wealth of India* 

India has been called a 'sink of precious metals/' Such 
a view has been entertained by foreigners who have general¬ 
ly overestimated the amount of hoarded wealth of India, 
It is useless to refer to the estimates made by each of these 
foreign writers. We will do well to refer to the estimates 
of some of these writers e. g .—Henry Macleod, Earnest 
Cable and others who are of opinion that the hoarded 
wealth of India must not be less than £550 millions. 

The Indian opinion which is represented by that of Sir 
Vithaldas Thakersey holds the opposite view. The amount 
of the hoarded wealth according to his opinion cannot but 
be very small* India cannot contain much of hoarded 
wealth because hoarding is possible only when the income 
of the people leaves a surplus after the expenses have been 
met* Taking into consideration the average income of the 
people of India we find that it is not possible for the poor 
Indians to hoard precious metals in large quantities. 

We cannot positively deny the fact that some amount 
of hoarding takes place in the shape of ornaments, but when 
we go to compare this hoarding with that of other countries 
and consider at the same time the vast population of India, 
we can at once say that even this form of hoarding is loss 
in India than in other civilised countries* 

Again* even if we assume that tendency to hoarding is 
much more predominant here in India than in any other 
country* we cannot with justice accuse the Indians because 
such habit has been mainly due to defective systems of 
banking and currency of the country. As people who part 
with gold cannot demand repayment in terms of gold and 
are under obligation to accept payment in terms of silver 
token coins gold has got a special fascination in Indian mind. 
Again* in the absence of banking facilities people have no 
other alternative than to invest their savings in gold orna¬ 
ments which can be easily sold or pledged in time of finan¬ 
cial difficulties* 
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The recent development of co-operativo organisations 
and banking institutions has taken away the hoarding pro¬ 
pensity and led to the investment of the surplus wealth of 
the Indians* The middle-class people are generally foun 
to open an account in the post-office savings an 

deposit their savings in order to earn an interest. The issue 
of gold certificate as recommended by the Hilton-young 
Commission may make the stock of gold availab e or 
investment* The hoarding propensity will he greatly c lec e 
if steps are taken to promote the hanking habits o 0 
people by affording adequate banking facilities* 


Sec. 17. Nature of Industrial organisation. 

The industrial organisation of a country is greatly influ¬ 
enced by its social and economic conditions* Countries mV1 °6 
different social ideas and economic position cannot pro 
fcably introduce the same form of organisation* ius 
factory system cannot be profitably introduced here m India, 
because social ideals will not allow the employmen o 
women in factories. Again, an organisation which is suited 
to primitive condition may not be adopted with pio i } 
the present society* The primitive villages which were se 
sufficient units could not carry on production on a ar^e 
scale but at the present time large-scale production can no 
earned on with profit because of extension of tnar e ccca 
sioned by the facilities of communication. Attempts mwe 
sometimes been made to organise some cottage 
on co-operative basis. Co-operation among m its 
can help them in the matter of purchase of raw materials 
and sale of finished products. Again, up-to-date machine y 

can he purchased with joint funds and production may be 

carried on with the help of such machinery. ,. 

operative organisation has manifested itsel in _ ... 

and silk industries. Bagerhat Co-operative \\ raffingCm«j 
shows olearly what co-operation can do in '® 1 , 

industry. In India oo-operative organisation has not mad 

considerable progress* 

In self-sufficient villages of primitive India the industries 
were generally carried on in oottages with the »- 
female members. Even at the present tunc “ 

minor cottage industries in India but this oottag , 

gradually being replaced by workshop system on account of 
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the opportunities that the latter system gives for carrying 
on production on a large scale* 

Sec. 17(a)* Supply of indigenous capital for indus¬ 
tries. 

The development of Indian industries depends greatly 
on the nature of supply of capital available for long-term 
investment. Let us now turn to discuss the adequacy of 
this supply* India is undoubtedly a poor country and the 
per capita income is too small to leave any surplus over 
expenditure ; but it is certain that some people have means 
to save and do save and that the aggregate savings are 
gradually increasing. These savings again donot remain 
barren in private hoards and find place in the vault of 
savings banks and other joint-stock banks ; but these insti¬ 
tutions can not afford to lock up their funds in long-term 
investments, The result is that Indian industries cannot 
enlist their support in the matter of finance. There are of 
course few Indian entrepreneurs and industrial magnates 
who find no difficulty in securing funds for investment in 
industries which are under their able management ; but the 
number of these purely Indian concerns is very small. The 
majority of the industrial concerns have to depend upon the 
Managing agents for their finance. These Managing agents 
are generally foreign firms and often get control over indus¬ 
tries with a view to exploitation. The problem of industrial 
finance has thus become a serious problem of the day and 
demands immediate solution. The matter was referred to 
the Industrial Commission (1916-18) and to the Central 
Banking Enquiry Committee (1930-31). The former com¬ 
mission recommended the establishment of industrial banks 
and cast up the Government the responsibility of providing 
these institutions with expert advice in the matter of indus¬ 
tries through the various Department of Industries* The 
Central Banking Enquiry Committee also recommended the 
creation of Provincial Industrial Corporations and All-India 
Industrial Corporations, Till the establishment of the 
industrial banks the joint-stock banks were asked to finance 
middle-class industrialists, subject to a guarantee from the 
Government which, again should render direct financial aids 
to concerns of national importance by direct contributions 
to share-capital, a guarantee of dividends and provision for 
loans* 
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Sec. 18- The Cottage Industrie a—its Advantages. 


The system of cottage industry can claim the following 
advantages — 

(1) It offers opportunity for the employment of female 
members. The social condition and the moral 
sentiment of the Indians will not allow the female 
members to work in factories, but if industries are 
carried on in cottages the female members will 
work with the male members in order to add 
the total income of the family. The female 
members will thus earn their own bread and 
cease to be absolutely dependent on their husbands 
for maintenance. 

(2) The cottage industries will serve as by-occupa- 
tion to the agriculturists. Every Indian cultivator 
has generally speaking, plots of land to cultivate ; 
hut the cultivation of land does not absorb his 
whole time. There are parts of the year when 
he has no work in the field to do and during such 
time he can profitably engage himself in indus¬ 
tries at home. 

(3) The next important advantage is the moral at¬ 
mosphere that cottage industries create. The 
organisation of production in factories necessita¬ 
tes a concentration of workmen in factories and 
involves a separation from the female members 
of the family. The workmen have to live amidst 
temptations of the city where the factory is 
situated with the result that their moral charac¬ 
ter often becomes degenerated. 

(4) The mechanical inventions which involve the 
use of electricity have made it possible for the 
small producers to derive some of the economies 
of large-scale production. The advantages of 
marketing also can be secured by means of co¬ 
operative organisation among the small produ¬ 
cers. Several cottage industrialists should form 
a co-operative society and purchase the raw 
materials that they require in large quantities and 
therefore, at a comparatively cheap price. By 
means of co-operative organisation they will be 
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in a position to purchase a costly machine on 
joint account and use it by turns. In this way 
the cottage industrialist can withstand the com¬ 
petition of the large-scale manufacturers. The 
cottage industries have advantages in producing 
those commodities the demand for which is either 
too small or the nature of which is too artistic. 
The products of these industries are generally 
more durable and can satisfy the taste of local 
consumers. 

Sec. 19, Cottage Industries: the cause of their 
survival. 

In these days of economic transition through which India 
is now passing, the importance of cottage industries is gra- 
The resent dually decreasing. Some industries have already succumbed 
condition of because of tho keen competition of machine-made goods, 
the indue- There are others which are dragging their existence with 

tries, great difficulty and will surely die in the near future. Their 

weakness is due to inherent defects and an attempt to re¬ 
suscitate them will retard the economic progress of the 
country. There are several other industries which can still 
hold their own provided the artisans concerned manage to 
adapt themselves to the changed conditions and make the 
best use of the up-to-date appliances which the new era has 
brought with it. These industries do not suffer from the com¬ 
petition of machine-made goods because the demand for the 
commodities they turn out is too small or their character 
is too artistic for the employment of an automatic machine. 
Again, these cottage workers have an intimate knowledge 
about the nature of commodities required by the people and 
can easily adjust their nature and scale of production in 
response to local needs. In the isolated villages the self- 
sufficiency of which has not yet been destroyed by the Rail¬ 
ways and other systems of communication the position of 
the artisans remains undisturbed. The most prominent of 
these industries Is the hand-loom weaving industry. Though 
this industry cannot turn out goods as cheaply as can be 
done by the mills, it survives because it can respond to the 
needs of the community by producing articles of specialised 
kind. There are some other cottage industries e* g. the silk 
industry, the woollen industry, oil-milling, tanning, embroi¬ 
dery work, pottery, and the match-industry. 
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All these industries have responded to the changing 
environments and have substantially improved their methods 
o£ production by using better materials and tools. 

The Swadeshi Movement of the present day has brought 
about a change in the attitude of the people. The Indians 
prefer indigenous articles to foreign goods even though the 
price of the latter is lower than that of the former. Another 
important cause of the survival of the cottage industries is 
that the industrialists have not generally to pay wages to 
hired labourers but they carry on production with the help 
of female members of the family who would otlienvise have 
remained idle. Again, when hired labourers are employed 
their services are available at a very cheap rate when there 
is no work in the field to do. The atmosphere is also peace¬ 
ful and is not affected by any labour trouble which often 
has been associated with the factory system of production. 
In spite of these advantages the cottage industries cannot 
prosper because they sutler from want of capital and efficient 
organisation. The producers are also conservative. 

Sec, 19 (a). How the cottage industries can be 
encouraged ? 

The cottage industries can be encouraged if steps are 
taken to remove the difficulties which stood in their way 
and hastened their decay* 

One of the causes of the downfall of the primitive cottage 
industries was the competition of cheap foreign goods with 
the indigenous goods produced by Indian mills. The mecha¬ 
nical inventions have however made it possible for the small- 
ficale producers to produce goods almost as economically as 
can be done by the large-scale manufacturer. Therefore* 
the first stop that should be taken in reviving the cottage 
industries will be to promote the use of these up-to-date 
Biaohinory, The Government should always see that the 
prices of those appliances do not increase because of the 
imposition of duties upon them. 

Another cause of the downfall was the want of credit 
Wilitioa. The cottage industrialists had to borrow money 
from the village money-lenders at an exorbitant rate of 
interest and this rate of interest had the effect of increasing 
the oost of production. The industrialists can by means of 
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co-operative organisation solve this problem* The Provin¬ 
cial Governments may also provide the poor artisans with 
the necessary capital by passing the Industrial Loan Acts 
and the State Aid to Industries Act* 

Other causes of the decay of the cottage industries were 
the chronic ignorance of the industrialists and the defective 
training that they obtained in former times. The imperfect 
division of labour, reluctance to utilise improved tools, 
methods and processes* the inherent conservatism* absence 
of organisation, and the lack of ambition on the part of the 
artisans are other difficulties which are still impeding the 
success of cottage industries in India* Efforts should, 
however, he made to improve the industrial training of the 
people by establishing such schools as have been recom¬ 
mended by the Industrial Commission. The Government 
should make arrangements for the training of the artisans 
by head-m&sters with practical knowledge of the industries 
taught. The Department of Industries will do well to start 
weaving schools on the lines recommended by the Industrial 
Commission* Provincial Governments should take steps 
for familiarizing the cottage workers with the up-to-date 
tools and implements with the aid of demonstrators 
employed for the purpose* Bihar has taken the lead and iU 
is desirable that other provinces should not remain in¬ 
different* 

The industries sometimes suffer for want of adequate 
supply of raw materials* Attempts should be made to 
improve the qualities of raw materials by scientific methods 
of production. The absence of an effective marketing 
organisation and the defective system of advertisement are 
other difficulties which stand in the way and impede the 
progress of the cottage industries* The artisans generally 
sell fcheir produce to the local consumers and there is no 
business organisation which undertakes the responsibility 
of selling them in distant markets* The result is that 
the products of cottage industries cannot command a wide 
market* A removal of these defects necessitates the estab¬ 
lishment of many emporia similar to the Arts and Crafts 
Emporium at Lucknow and of many licensed ware-houses 
and co-operative wholesale depots and provincial marketing 
Boards as recommended by the Provincial Banking Enquiry 
Committee* The Government may also render great 
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assistance by purchasing stores from the artisans whenever 
possible. 

Sec* 20* How far the Western methods of organisa¬ 
tion has been adopted in India. 

We have already seen that the system of cottage industry 
is being substituted by workshop or factory system of the 
western type. Now the workmen are to render their res¬ 
pective services under the supervision of foremen or superin¬ 
tendents. There is division of labour and no one has to 
perform more than one single operation. The production is 
now carried on on a large scale with up-to-date implements. 
There has been localisation of industries and the manage¬ 
ment of industries has taken various forms* 

All the above changes have increased the efficiency of 
production and enabled India to compete successfully with 
a foreign country in the production of some articles. But 
we should remember that this industrial revolution did not 
take place in India so earlier as in the western countries, 
and the result is that most of the Indian Industries are still 
in their infancy and as such cannot successfully compete 
with the well-established industries of the western countries. 

The industrial revolution first manifested itself in the 
two principal industries of India viz * cotton and jute. 
About the middle of the last century these two industries 
^ere established in Bombay and Bengal respectively. The 
revolution then spread to other spheres of human activity* 
The Great war increased the demand for Indian manufac¬ 
tures and thereby gave a temporary stimulus to the Indian 
Industries, The present position of these industries has 
been influenced greatly by the Swadeshi movement and the 
policy of ‘discriminating protection 1 adopted by the Govern¬ 
ment of India, 

Though in India production is now carried on on a large 
scale owing to the extension of market by the Hallways, yet 
the economies of such production are not as great as those 
derived by the western countries* The freight charges in 
India are higher than those in western countries* As a 
eon&equotjQQ the market for commodities is not so extensive 
iu the former as it is in the latter* 
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The localisation of industries which is another charac¬ 
teristic of western organisation was not unknown to India 
in ancient times. In ancient as well as in modern India 
we lind instances of such localisation™-^. The Shawl 
industry of Kashmere, the Muslin industry of Dacca ; but 
the causes that led to the localisation of ancient industries 
were not the same as those which lead to the localisation of 
industries at the present time. In ancient times industries 
were localised mainly at places where the courts existed or 
which would be visited by the pilgrims for their holiness. 
But in recent times localisation has much more reference to 
the nearness of the raw materials than to any other causes. 
Of the localised industries the following are important— 

(i) The Cotton industry of Bombay, 

(ii) the Jute industry of Eooghly, 

(iii) the Leather industry of Cawnpore. 

Again, there has been a change in the form of business 
organisation. In modern India we find instances of various 
kinds of business management—(l) The Entrepreneur sys¬ 
tem, (2) the Partnership system, (3) The Joint-Stock 
Company, (4) The Co-operative system. In ancient India 
industries were generally carried on in cottages and the 
scale of production was very small. The question of manage¬ 
ment vras not therefore very important in those days. But 
with the introduction of factory system of production the 
management of business has begun to play an important 
part. 

The organisation of an industry is greatly dependent 
upon the efficiency of the person in charge of such organisa¬ 
tion. A man having no organising faculty should not be 
entrusted with the organisation of an industry. The indus¬ 
trial backwardness of India is in a great measure due to 
want of efficient organisers. There are few men in India 
who have sufficient faculties to organise industries efficient¬ 
ly. This dearth of efficient organisers is again due to 
shyness of the Indian capitalists and lack of enterprise 
among them. The Indians are very unwilling to exercise 
their faculties in risky enterprises but will remain satisfied 
if they can somehow or other secure a job at any office. 
This slave mentality has been responsible for India's indus¬ 
trial failure. 
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Sec. 20 (a), Managing Agency system : its merits 
and defects. 

In the organisation of industry the managing agency 
system has come to play an important part in modern times. 
The cotton industry, the jute industry, the sugar industry 
and several other important industries have been placed 
under the control and management of managing agents. 
These managing agents form a private partnership of 3 or 
4 members. They raise certain portion of the capital and 
undertake the task of management. These agents have 
sufficient financial resources and can easily overcome all 
financial difficulties which stand in the way. They obtain 
control over several allied trades and industries and enjoy 
the economies of vertical combination. The system is 
suited to Indian conditions inasmuch as there are few 
individual entrepreneurs to undertake the risks of large- 
scale industries. 

The system has been severely criticised on the following 
grounds :— 

(i) The system cannot ensure efficient management 
because on the death of original agents the owner¬ 
ship of the agency passes on to their heirs who 
may be lacking in business experience. Unlike the 
European Managing Agency system the Indian 
system does not allow an outsider having expert 
knowledge to enter into the Agency, 

(n) The managing agents have often been found to 
promote their selfish interest at the cost of the 
Company. 

(hi) The agents do not always proceed in a business¬ 
like way and sometimes make up the loss in one 
concern by profit from another concern, 

(iv) They do not attempt to put the industry on a stable 
footing and declare high dividends without making 
provision for reserve funds, 

(v) They do not attempt to remove the grievances of 
the workers and the accumulated grievances lead 
to serious industrial troubles. Scientific researches 
have often been neglected and no attempt is made 

12 


Defects of 
the system. 



178 


A F1BST COURSE OF INDIAN ECONOMICS 


The Indian 
Companies 
Act. 


to remove the wastes and inefficiencies of modern 
industry, 

(vi) The remuneration of the managing agents is too 
high a price paid for their inefficiency and goes to 
reduce the profits of the company, 

(vii) The rigid control which the agents happen to 
exercise leaves nothing to be done by the Board 
of Directors and reduces the scope for any healthy 
control. With a view to removing the evils of 
Managing Agency system the Indian Companies 
(amendment) Act was passed in 1934, This Act 
gives a statutory definition of managing agents and 
imposes certain restrictions on the terms of office, 
the sphere of activity and the remuneration of the 
Managing agent. 


Sec, 29 (bX Industrial growth and the attitude of 
Government, 

The attitude of the state towards national industries 
has an important bearing upon its development. This is 
true in Japan and other civilized countries which now 
occupy enviable position in the sphere of Industry, In India 
the policy of the State towards industrial development has 
been apethetie from the very beginning and it is unfortu¬ 
nate that the true interest of India has often been sacrificed 
to the cause of Lancashire. The imposition of cotton 
excise duties to safeguard British interest was a clear 
indication of the anti-national policy followed by the autho¬ 
rities that rule India The laissez-faire policy which had 
been the creed of British rule in India allowed the free 
entry of cheap foreign goods into India and the discrimi¬ 
nating rates charged by the state-managed Railways helped 
greatly in the matter of carrying them from the port to the 
doors of the consumers. In the beginning of the twentieth 
century there was a change in the angle of vision and in 
1905 the Imperial Department of Commerce and Industries 
was opened at the instance of Lord Curzom Several Pro¬ 
vincial Governments also came to take active steps in 
developing industries* but this enthusiasm received a rude 
shock when in his notorious Dispatch of 1910 Lord Morley, 
the then Secretary off State advised his subordinates in 
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India not to take any active part in the development of 
industries. This indifferent policy continued till the period of 
the Great War during which the immense contribution of 
India to the military needs of Great Britain and the efficient 
working of the Munition Board convinced the authorities 
that tlfe development of Indian industries would necessarily 
be of great assistance to Great Britain in trouble. To 
examine the possibilities of industrial development the 
Industrial Commission was appointed in 1916, The said 
Commission submitted its report emphasizing the 
creation of provincial Board of Industries and of industrial 
and chemical services. Provincial Departments of Indus¬ 
tries were started and the Provincial Governments were 
given freedom of action by the Act of 1919. 

A change in the fiscal policy was urgently called for 
by the patriots of India. The Montague Chelmsford Report 
responded to this call by affirming that the Indians should 
be given fiscal autonomy. The Joint-Select Committee on 
the Government of India Bill of 1919 also reported in 
favour of the fiscal autonomy and the British Parliament 
finally accepted the recommendation in order to satisfy the 
long-standing demand. The Government of India which was 
thus authorised to regulate its tariff policy appointed the 
Fiscal Commission in 1921, In pursuance of the recom* 
oaendation of the said commission the policy of discrimi¬ 
nating protection was introduced and administered with the 
assistance of an expert body known as the Tariff Board. As 
a result of this policy many important industries namely* 
steel and iron, textiles, paper, sugar, matches have received 
protection and attained considerable progress. 


Sec, 21* Industrialisation of India and the Govern¬ 
ment's duty. 

In these days of International trade a country does not 
depend absolutely on the foodstuffs produced within it, t Halation 
Food stuff a can easily be imported from other countries of India is 
provided the importing country can give other articles in urgently 
exchange. This is the reason why the doctrine of poputa- demanded 
tion as enunciated by Mai thus lias becotmv antiquated in ^probioui 
model'n times. The question of population is in modern tiroes 0 j OVer . 
not one of more size but it is one of efficient production, population. 
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If the country can by developing the industrial efficiency of 
the population flourish in the manufacturing industry it will 
find no difficulty in procuring foodstuffs from other coun¬ 
tries in exchange for the manufactured articles that it 
produces. The problem of over-population in India will 
therefore be solved if the people of India can improve their 
efficiency in the production of manufactured articles. Again, 
a considerable development of Indian Industries will go to 
create new sources of wealth, encourage the accumu¬ 
lation of capital, enlarge the public revenues, provide for 
more profitable employment of labour, reduce the excessive 
dependence of the country on the unstable profits of agri* 
culture and finally stimulate the national life and develop 
the national character and purchase national freedom. 
Modem tendencies prove in clear terms that India can be 
self-supporting in the supply of cotton, textiles, sugar, 
matches, paper, glass, oil, soap, cement and engineering 
materials* But it is impossible for the Indians to proceed 
in this line unless they are helped by the Government of 
the country. The Industrial Commission appreciated the 
necessity of this help from the Government and recom¬ 
mended the establishment of an administrative machinery 
for this purpose, 


The administrative machinery to be created for the 
development of Indian industries should, as the Commis¬ 
sion recommended,, consist of an Imperial Department of 
The adrainis- Industry to be in charge of a member of the Viceroy's 
trative Council and of a Provincial Department in each province 

suggestion * con trol of which should be vested in a Director of 

by the Industry, These departments have been created in accord- 

industrial a nee with the recommendation of the above Commission, 
Commission, rj^ e functions of these departments mainly consist in 
spreading the industrial knowledge by the publication of 
industrial pamphlets and in promoting research work in 
various industries and in rendering financial assistance to 
industries. But this effort will bear no fruit unless ade- 
The func- quate arrangement has been made for the primary educa- 

Government tion of maS3 ^0 population* The spread of indus¬ 
trial knowledge will be of no effect if the people of India 
remain as illiterate as they are at the present time* The 
number of primary schools should be increased and adequate 
funds should be set apart for this purpose every year* 
The number of technical schools should also be increased P 
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There should be facilities for practical training of the 
Indians in industrial firms. The Government should make 
it a pointy as the Commission recommended, to place orders 
with those foreign firms which give facilities for the 
training of Indian apprentices* 

Some provincial departments ejj., Bengal Industries 
department have started research laboratories for carrying 
investigations on lines recommended by the Industrial 
Commission, 

Another important stop that should he taken by the 
Government is to regulate its Tariff policy in such a wa> 
a& will prevent the importation of those foreign articles that 
compete freely with the infant industries of India. But 
in doing so the Government should take care so as to 
protect only those industries which have enough prospect 
for success within reasonable time. 


Tine Government should always bear in mind the ini 
portanco of industrial exhibition and should take an active 
interest in organising such exhibitions* Exhibitions of this 
char actor help the growth of industries by spreading a 
knowledge of them, suggesting novel ideas to the intelligent 
observers and widening tire market for the articles exhi¬ 
bited, They servo as an advertisement to the consumers 
and exercise educative influence upon the minds of the 
producers, 


The industrial progress of the country is intinmielv 
connected with efficient banking organizations, Step* 
whould be taken to introduce a system of Industrial 
Banking, State Aids to Industries Acts pas^d by the 
provincial legislatures may be of greater service to mM 
industries but they cannot procure the much needed fund* 
required for financing the big industrial concerns. Jo tact- 
Utatc massive production I ho Government *houh not or* \ 
(arnitiarise the people with up-to-date machmeri mt 
should also regulate the railway and shipping i^ale »o l *ti 
goods may he carried from one plats 1 to another at less oo# 
and thus command a wide market. 

The Government may euooui'K® the Indue itetoelrwe 
in envther wey. It mpum* * m "* 1 ' 1 ,l ' « efc*** eee ' 

yeer end t.iey conveniently wkv* *• pSSy i*l few hewn* 
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stores in India when the indigenous goods are not inferior 
to British goods in quality. An adoption of this policy 
will surely go to stimulate many Indian Industries, For 
a period of time the Government was indifferent but recent- 
ly it has set up a Stove Purchase Committee in accordance 
with the recommendation of the Industrial Commission. 
The said Committee suggested the establishment of a central 
expert agency and the Indian Stores department was 
instituted accordingly. The Department acts as a purchase 
and inspection agency and advises the Government as to 
the purchase of Indian goods. The Department has 
introduced the rupee tender system so that the Indian firms 
may compete freely with foreign firms in supplying com¬ 
modities. It has an Industrial Intelligence and Reasearch 
Bureau attached to it and has been rendering assistance to 
the manufacturers in India by giving valuable technical 
advice for improving the quality of their products, by 
promoting industrial exhibitions and research work and 
disseminating industrial intelligence. The Department has 
framed rules for regulating the purchase of stores in India 
and is found to show preference to articles of Indian 
origin whenever possible without sacrifice of economy and 
efficiency. The inauguration of this new policy has 
resulted in substantial increase in the value of stores 
purchased in India and considerable reduction in the value 
of stores imported from abroad, 

Sec. 22, The Industrial backwardness of India and 
its causes. 

So for as the industrial development is concerned India 
is still in her infancy. There are several causes which 
are responsible for her industrial backwardness. Let us 
have a brief account of each of those causes. 

fl) The nature and amount of production are intimately 
connected with the nature of the supply of the four agents 
of production—(i) Land, (ii) Labour, (iii) Capital and 
(iv) Organization.' When we study the supply of each of 
these agents in India and compare it with the similar 
supply in other countries, we will at once come to know the 
defects which are inherent in the agents of production as 
found in India. The land lacks in many mineral properties 
which go to increase its fertility. The labourers are uu-' 
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skilled and illiterate. The supply of capital is very small 
and oven this small amount of indigenous capital is not 
invested in profitable enterprises on account of the shyness 
of the Indians. Lastly, there are few leaders of industries 
to organize industries efficiently. 


(la) Besides this defective nature of the supply of each 
of the agents of production, there are several other evils 
that stand in the way of India s industrial success- One o 
these evils is tbo heavy freight charges. The construction 
of railways has no doubt done a great service to tho Indians 
but a comparative study of freight charges will at once show 
that the Indian railways have not helped the development 
of industries in the same way and to the same extent as 
has been done by the railways of foreign countries I he 
high freight charged on industrial goods lias the effect of 
narrowing the market and reducing the scale of production. 
These heavy freight charges have been responsible for the 
recent depression in the coal industry of India. 


(2) The next important cause is the heavy expenditure 
that is to be incurred In setting machinery. We have to 
import these machines from foreign countries and set 
them up in our own country. The expenses of setting up 
the machines are higher in India than in foreign countries. 
■Again, if by accident one of the parts of a machine 
becomes out of order, and has to be replaced by anotbei 
we have to import that part again from a foreign coun i 
and the machine remains idle until such part has been 
replaced. The advantages of localisation cannot be profitably 
reaped by India because of tlie want of adjustment between 
the various factors that contribute to such locahsatio . 


(o'! Tho foreigners know thoroughly the nature of the 
articles that are demanded by the Indians and they supply 
such commodities as aro suited to the tastes of the_Ind a .. 
It is very difficult to drive these foreign traders away from 

India, 

(4) Another important cause of India’s Industrial 
failure is the competition of cheap foreign , . 

well-established industries of foreign coun ries. wju ^ 
commodities at a rate cheaper than u .,j y 0 f 

charged by the infant industries of Ini is 
similar commodities. 
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(G) Again, the foreigners will sometimes sell commodi¬ 
ties at a price which is lower than the cost of production 
involved in producing such commodities with a view to 
destroying the infant industries. This is what is technically 
known as the dumping operation. 

(6) The indifference of the Government is another 
important cause, It is very difficult for a country to flourish 
in the sphere of industry unless the Government takes a 
keen interest in the development of its industries and acts 
accordingly. We know that Germany and U* S, A. could 
not have attained industrial success had not the Govern¬ 
ment of each of these countries protected the infant 
industries by the imposition of protective duties* The 
necessity of such protection was keenly felt in India long 
long ago but the Government of India continued to follow 
the policy of free trade till recommendations were made by 
the Fiscal Commission in the opposite direction, 

{?) The undue preference shown by the Government 
for British goods in the matter of purchase of stores has 

the effect of reducing the market for Indian products and 

damping Indian enterprise. 

(8) Another glaring defect in the existing system of 

organization is the lack of initiative in the matter of indus¬ 
trial development. Almost all the big undertakings of the 
country are exotic in their origin. The jute industry is 
now practically the monopoly of Scotchmen of Dundee, 
The iron industry is largely in European hands* The 

plantation industries are almost exclusively financed by 

foreign capital and controlled by foreign enterprise, These 
big enterprises scarcely offer any opportunities for training 
the Indians in business and have been killing Indian enter¬ 
prise* Again, much of the big businesses in India is 
concentrated in the hands of + managing Agency firms' 
which are extremely conservative in their methods of 
business and show 7 undue reluctance in embarking on new 
ventures. 

(9) Another important cause is the defective system 
of advertisement. In these days of keen competition it is 
very difficult for a manufacturer to flourish in hi a business 
unless he has by means of advertisement managed to draw 
the attention of the consumers to the quality of the goods 
that he turns out* 
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(10) Slow growth of chemical and metallurgical industries 
has made India completely dependent upon foreign 
countries for the supply of machinery and chemical products 
which are required in the manufacture of paper, textiles, 
dyes, matches and explosives* 

Sec* 22 (a)* Benefits of industrialisation. 

India has immense prospect for success in the sphere of 
industry and will in the long run command a premier 
position in the said sphere. Let us now turn to discuss the 
benefit which India will derive from rapid and all-round 
industrial development. 

In the first place industrialisation will surely go to 
reduce the ever-increasing dependence on agriculture which 
mainly accounts for poverty of the people. If Indian 
industries achieve substantial progress the national dividend 
which U the source of pay men t to the agents of production 
will Increase and each agent of production will be in a 
position to command higher remuneration, Thus there will 
be a simultaneous rise in wages, profit, rent and interest* 

Secondly there will be diversification of industries which 
will throw open new avenues of employment. The problem 
of middle-class unemployment which has already become 
a serious problem of the day will be solved in no time. 

Thirdly, rapid industrialisation will surely require a 
large supply of intelligent .and skilled workers. The 
labourers will come forward to equip themselves with 
necessary training and the present day literary training 
which brings nothing but disappointment will be replaced 
by a system of practical training which enables a man to 
6arn hie own bread. Industrialisation will thus go to 
improve the cultural and economic condition of the 
population. 

Fourthly, there will be greater opportunities for invest¬ 
ment and people will surely give up their traditional habit of 
boarding wealth and employ their saving in profitable 
enterprises* In this way people will gradually learn how 
to take risks boldly and ultimately drive away the foreign 
capitalists who are responsible for economic exploitation of 
India* 
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Fifthly, diversification of industry will go to make India 
economically self-sufficient* This economic self-sufficiency 
will mean an advantage for Great Britain which will he in 
a position to tap India $ resources for military purposes 
when occasion will arise* 

Sixthly, the economic prosperity which industrialisation 
of India will surely lead to will enhance the taxable capacity 
of people and make the system of taxation more elastic* 
The receipt from income-tax which is the most productive 
of all sources of revenue will increase sufficiently and leave 
a positive balance after making up any loss occasioned 
by the reduction of imports of foreign manufactured goods. 

Sec, 22 (b). Industrial Revolution and the growth of 
Indian Towns* 

In the preceding section we have dealt with the indus¬ 
trial revolution. We shall presently deal with the growth 
of towns which has been facilitated by such revolution* 
The factory system of production necessitates the employ* 
ment a large number of labourers. The labourers have to 
live near the factory in order *that they may attend their 
work-shop in time. The factories of the same type are 
localised at one particular centre where they can have a 
ready supply of labourers and the raw materials. In this 
way industrial towns such as Bombay, Calcutta, Madras, 
Karachi and others have come into existence* The popula¬ 
tion of these commercial towns is swelling gradually* At 
present there are thirty-four Indian cities with a large 
population but it should be noted in this connection that 
all of them are not important industrial centres. In India 
the growth of towns has been influenced by causes other 
than industrial development. 

The decay of the cottage industries and the dispossession 
of the peasant proprietors have created a class of landless 
labourers who have to run to the towns in search of 
employment. The landlords and" the wealthy people are 
attracted by the comforts of town life and are found to live 
there* The towns have generally been the centres of 
secondary education. The school and colleges attract 
students from various parts of the country and in this way 
the population of the town increases enormously. The 
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middle classs people who serve in merchant and Government 
offices are sometimes compelled to live in towns with 
their families and thus add to the urban population. 


Sec* 2a* Comparative advantages of Manufacture 
over Agriculture, 


India is mainly an agricultural country* Almost 10/ Q 
of the population of this continent depend more or less upon 
the lands available in it. The result is that every net 
annual increase in the population has the effect of incieas¬ 
ing the pressure of population upon land. This preponder¬ 
ance of agriculture is the main cause of India s poverty* 
The several commissions that were appointed by the 
Government of India to enquire into the causes of Indian 
famines unanimously declared that the absolute dependence 
upon agriculture was the cause of India's poverty and 
recommended diversification of industries as the most 
important remedy* On the other hand there are Euiopoan 
economists who are against the industrialisation of India 
and advise her to stick to agriculture as her sole industry 
and try to develop it alone. Which of the above two 
extreme views should be adopted by India , This 
question can he answered only when we have considered 
the respective merits and demerits of agriculture and 
manufacture* Let us therefore, have a brief review of the 
comparative advantages of manufacture over agn culture* 


(1) The agriculture is an industry that is subject to the 
operation of the Law of Diminishing Return and in conse¬ 
quence, a country which has to meet all her internal and 
external demands from the products of the sod must be 
confronted with the operation of such a law* The law has 
already begun to operate in some parts of India and in other 
parts it is sure to manifest itself within a short time, if the 
population goes on increasing at the present rate The 
operation of the Law of Diminishing Return will lead 
to a rise in prices and the misery of the mass of the 
population will know no bounds. In manufacture the Law 
of Increasing return operates and an increase in the scale of 
production leads to a fall in prices* 


(2) The prosperity of an agricultural oouutry is uncer¬ 
tain. This is due to the fact that nature plays the pro- 


The pressure- 
of popula¬ 
tion upon 
laud. 


Tlae diversi¬ 
fication of 
industry lias 
been suggest¬ 
ed as the 
only remedy. 


The Law of 
DiniLubkiug 
Return 
operates in 
agriculture. 



188 


A FIRST COURSE OF INDIAN ECONOMICS 


The prosperi¬ 
ty is un¬ 
certain on 
account of 
the predomi - 
nant part 
played by 
nature. 


The labourers 
of an agricul¬ 
tural country 
are illiterate 
and immo¬ 
bile. 


The standard 
of living is 
extremely 
low* 


An agricul¬ 
tural country 
cannot reap 
the advan¬ 
tages of large* 
scale pro¬ 
duction. 


dominant part in this industry. There are certain natural 
properties of the soil which cannot be restored when 
exhausted even by artificial application of manures. Again 
an agricultural country is dependent upon nature for the 
adequate supply of water without which this industry 
cannot flourish. The problem of water supply cannot always 
be solved by the construction of irrigation canals* The 
failure of crops in India is mainly due to the want of 
rainfall, to the excessive rain-fall or to the untimely rainfall 
In manufacture there is no such dependence upon nature ; 
human efforts play the predominant part there, 

(3) The labourers of an agricultural country are generally 

illiterate and immobile* The industry in which they are 
engaged requires little or no technical education* Their 
illiteracy and unskilfulness promote idleness and cause much 
waste of energy* The labourers remain idle for the most 
part of the year when there is no work in the field to do* 
The case is otherwise in a manufacturing country* The 
labourers who have improved their general abilities by the 
modern system of industrial training and who have obtained 
some specialised knowledge relating to one industry can 
easily transfer themselves to another industry when the 
former industry comes under a depression. 

(4) The standard of living is very low in an agricultural 
country. This is due to the fact that In such a country the 
average income of the people is very small* This low 
standard of living has a cumulative effect upon the efficiency 
of the population, A country which has flourished in 
manufacture can afford to pay higher wages to the labourers 
and thus maintain a high standard of living, 

{5} The economic advantages of a large-scale produc¬ 
tion and localisation of industry cannot be reaped by an 
agricultural country* The manufacturing country on the 
other hand can enjoy these economic benefits. Again a 
manufacturing country can offer opportunities of employment 
to the labourers and thereby solve the problem of unemploy¬ 
ment to some extent* 

(6) Another important disadvantage which agricultural 
country suffers from is the double freights charges that it 
has to pay while exporting goods to foreign countries* It 
has to send a large number of ships because the raw 
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materials are move bulky than the finished products. All 
these ships are not required by the foreigners to send their 
manufactured commodities to the agricultural country and 
in consequence, the ship-owners will not be willing to carry 
the goods unless the agricultural country pays the double 
freight charged by them. 

Considering the above advantages derived by manu¬ 
facturing country over an agricultural one we cannot agi.ee 
with the European writers in their opinion that India 
should remain an agricultural country for all time to come. 
On the other hand we are in favour of the speedy indus¬ 
trialisation of India. 


India has immense prospect for industrial success. India 
abounds in raw materials such a$ cotton, jute, oilseeds, 
hides and skins and sugarcane. The mineral resources 
are sufficient to maintain most of the so-called key indus¬ 
try except those that require vanadium, nickel and possibly 
molybdenum. The difficulties of finding Indian capital 
seem to he vanishing under the influence of new ideas bred 
of education, new banking facilities and new enthusiasm 
for the employment of capital in industries. At presen 
India, produces raw materials and imports finished pioducts. 
She has to exchange raw materials for the imported articles. 
If India takes upon herself the task of manufacturing 
commodities which she has to import from foreign coun¬ 
tries she will not have to depend upon foreign countries 
for the supply of raw materials. Thus she will have a 
ready supply of raw materials at a cheaper price. Again, 
the manufacture of commodities will increase the internal 
demand for raw materials and the agriculturists will not 
have to sell their articles in a foreign market. The supply 
of raw materials will easily respond to the demand foi 
them and there will be little or no chance for overpro¬ 
duction and consequent fall in P rloea - In * ft sholll<1 ' 
therefore, aim at fostering the development of her manu- 

factoring industries* 

Sec. 28 (a). Effect of Industrialisation on Agriculture. 

The question that comes for discussion in the present 
section is whether rapid industrialisation of India t , 
beneficial or detrimental to the interest of agriculture m 
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India. It is sometimes argued that industrialisation of 
India will lead to diminution in the supply of foodstuff 
and the consequent rise in prices. True it is that there 
will be mobility of workers from agricultural occupation to 
the newly floated industries ; but in view of the want of 
employment among labourers this mobility will not in 
any way create scarcity of agricultural workers so as to 
reduce the stock of foodstuff. On the other hand rapid 
industrialisation will lead to fabulously large accumulation 
of capital and the surplus capital will be available for im¬ 
provement of agricultural industry by the introduction of 
scientific method which reduces the scope for the employ¬ 
ment of manual labourers, 

Again* industrialisation will have certain beneficial 
effects upon agriculture. It will increase the demand for 
raw materials and thus stimulate production* It will re¬ 
move the pressure of population on land and open out new 
avenues for employment of labourers- The labourers will 
be in a position to demand higher wages for their services 
and the improved method of production will go to add to 
their efficiency. 

Sec* 23 (b>* The Congress scheme of national plan* 
ning* 

The Indian National Congress had shown in the past 
an undue attachment for the development of cottage 
industries and deprecated in strong terms the growth of 
factories and use of machines. This attitude of the 
Congress is in a way responsible for the industrial back¬ 
wardness of India. Mr. Subbas Chandra Bose, ex-president 
of the Congress was the first to deviate from this old 
tradition of the Congress and emphasize the urgency of 
rapid industrialisation which alone would bring economic 
salvation for India. In a Conference of Industries minis* 
ters convened by Mr. Bose a comprehensive programme of 
national planning was drawn up with special reference to 
the key industries which are to be started at once. The 
key industries included the mechanised industries like 
manufacture of machinery, tools and plants* the manu¬ 
facture of heavy chemicals, manufacture of electrical plants 
and afccessories* ' 1 
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See. 24. A Brief account of some important In¬ 
dustries. 

In this section we shall consider the conditions of 
several important industries of India and surest certain 
schemes by which improvement can be effected in them* 

(i) Handloom Cotton Weaving “Though this indus¬ 
try has now fallen into decadence owing to the competition 
of cheap foreign goods it still provides a large number of 
people with employment* The handlooms produce cloths 
of various description. Their production is about 25 per 
cent, of the total cloth produced in India and is roughly 
valued at Rs. 50 orores annually. Sometimes ibis industry 
produces articles which are remarkable for their fineness. 
The muslins of Dacca speak of the development which 
handloom industry can attain. This industry now produces 
those articles for which the demand is too small for the 
mill industry to compete. The small-scale of production 
which characterises the handloom industry is a disadvan¬ 
tage which can only be removed by means of co-operative 
organization. If the handloom weavers develop a spirit 
of co-operation among them they will be in a position to 
derive all the advantages of large-scale production and to 
compute freely with mills in producing articles of even 
description. It should be noted in this connection that 
this industry depends on foreign count Lies for the supply 
of cotton yarns that it requires and in consequence, ■* ante 
to ho affected by tho imposition of an import duly upon 
cotton yarns even for revenue purposes, tt is, therefore, 
desirable that the spinning of cotton should he encouraged 
along with the development of the weaving industry. The 
non-oo-operalion movement has undoubtedly given an im¬ 
petus to the spinning industry of India. In 1938-39 the 
total Quantity of yarns spun in India was Util 3 craft** of 
pounds, 

Although the handloom cannot turn out cloth* ** 
w>onomioally as the mills, yet they have survived on ac¬ 
count of the follow ing reason* :—(1) The hand looms can be 
Worked with a email capital The weaver* carry on pro 
duel Ion with the help of children and female members of 
the family ; (f) weavers produce article* of special charac¬ 
ter at well as articles that require artistic aim ; The 


Tlir hiUJtl- 
Ioojjj 

ing indubtr} 
*til] Mirviw,- 
bm its* gpheiv 
lia* boi'ii 
rcstrk-tod li¬ 
the produi- 
tiou of 
tho^o iiriicli's 
for wli K'h tlio 
dcitt&ud in 
Uk? small io 
ultr.ujt the 
ooiu]>olitii ! il 
of mill-.. 


Huh Ail 111 ! 

pu-t duo mi 
noLtnu 1 AIO 

ilflf'i |h 1 bl¬ 
ind 


- l>n 

\ I.' ’ mnl 
#1 h*u4l ^i" 
iu4u*ln 



192 


A FIRST COURSE OF INDIAN ECONOMICS 


art icles turned out by the weavers are stronger and more 
durable than those produced by mills : (4) The weavers 
turn out commodities for which there is a local demand. 

The hand loom weaving industry gives employment to 
thousands of labourers and the progress of this industry 
^ ill solve the problem of unemployment to some extent. 
Attempts should be made to improve this industry in the 
following ways Ml) The use of up-to-date appliances, 

(2) Co-operative credit organization and provision for 
loans advanced under the State Aid to Industries Acts, 

(3) Exhibition of articles turned out by handlooms, 

(4) Spread of elementary education and the introduction 
of weaving classes, (o) Improvement in the preliminary 
process such as ginning, cleaning, etc., (6) close touch 
of the weavers with the outside world and better marketing 
organizations, (7) Imposition of duty upon foreign articles 
of similar character. 


The Government of India has taken a keen interest for 
the development of this premier cottage industry and allot¬ 
ted a sum of EEs* 5 lakhs for financing the various schemes 
of various provinces for effecting necessary improvement in 
the industry. \ 
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(ii) The Cotton Mills h—The first cotton mill was es¬ 
tablished in India as early as 1818 with English capital* 
The Indians soon came to know the importance and 
immense prospect of this industry and several cotton foills 
were established in Bombay and Abmedabad with Indian 
capital, The number of mills went on increasing and in 
1939 there were as many 389 Cotton Mills in India and 
the average number of hands employed was 441949, Bom¬ 
bay cannot depend upon local labour and has to import 
labour from other provinces. Most of these mills are 
localised in the Bombay Presidency. The concentration 
of this Industry in Bombay has been occasioned by the 
following factors v —(i) The large supply of capital and 
credit facilities, (ii) facilities of transport afforded by the 
construction of railways in up-country centres, (iii) growth 
of the demand for yarn in China and (v) large supply of 
raw materials and labour. There are also several cotton 
mills in Bengal, in Madras, in the United Provinces* in the 
Central Province and Berar* in Delhi and in Ajtnore 
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Mar war a. The Native States of India contains as many as 
27 Cotton Mills. 

The recent expansion of textile industry in Ahmedabad 
has deprived Bombay of its proud position. This expansion 
has been favoured by the natural advantages possessed by 
Ahmedabad in regard to supply of labour and raw material 
and easy access to large marketing centres. 

The industry has two departments—(1) the spinning 
and (2) the weaving. The spinning department generally 
produces cotton yarns of lower counts ; the abolition of the 
Cotton Excise Duty has, however, given a stimulus to the 
production of yarns of higher counts ; but it should be 
noted that the yarns turned out by the mills are not suffi¬ 
cient to meet the demands for them and in consequence, 
a large quantity of foreign yarns has to bo imported every 
year. The weaving department has in recent times in¬ 
creased its scale of production because of the extensive 
demand for products turned out by Indian mills. The 
general tendency is to spin higher counts of yarn, importing 
American cotton for this purpose to supplement the Indian 
supply, to erect more looms and to produce more dyed and 
bleached goods. There has been in recent times a great 
diminution in the importation of foreign goods. 

The cotton goods of India are chiefly exported to Straits 
Settlements, Ceylon, Sumatra and to the Colonies of Africa. 
Formerly, China and Japan were important customers. 
The disturbance of the exchange rate consequent upon the 
closing of the Indian mints to the free coinage of silver and 
the growth of spinning industry in China and the competi¬ 
tion of cheap Japanese goods were responsible for the loss 
of Chinese market. For these reasons the exports of cotton 
twist and yarn declined from 244 million lbs. in 1899’!900 
to 12’1 million lbs. in 1936-37. 

The Gottou Industry has immense prospect for develop¬ 
ment but certain difficulties are impeding its progress— 
(l) the machines are to be imported from foreign countries 
and therefore, to the real cost of the machines we are 
to add considerable amounts which are to be spent in pay¬ 
ing up the freight and insurance charges. Again, the cost 
of erecting machinery is higher in India than iti England, 
(la) Absence of up-to-date labour-saving appliances, crude 
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and unscientific methods of handling raw materials and 
finished products go to enhance the cost of production. 
(2) India suffers greatly for want of fine cotton. The 
American cotton cannot be imported into India with 
advantage. (3) The cost of production is higher on account 
of the inferior quality of Indian coal and the inefficiency 
of Indian Labourers. (4) The heavy freights charged by 
Indian Railways go to increase the price of cotton goods, 
(5) The management of the Indian mills is often in the 
hands of persons who have little or no knowledge in the 
industry* The organization is also defective in many res¬ 
pects* The managing agency system and the system of 
basing remuneration on the total volume of production are 
open to severe criticism* (5a) Over-capitalisation and mal¬ 
adjustment of production are other serious defects in orga¬ 
nization which demand immediate removal. (6) Higher 
dividends are paid in India than in Europe* (7) The 
Indian mills are not capable of producing goods of various 
descriptions. (8) The warm climate of India leads to the 
breaking of threads and thus hampers the progress of 
manufacturing operation, 19) The competition of cheap 
Japanese goods is another difficulty that stands in the way. 
Japan is in an advantageous position because the more 
favourable climate contributes greatly to the efficiency of 
labour and there is a large supply of female labour* The 
Japanese Factory Law of 1926 is also lenient as to the 
hours of labour* It permits the double shift system* The 
organised system of purchase of raw cotton and the depre¬ 
ciation of the yen are other advantages which Japan 
possesses. (10) The fall in the agricultural price has led 
to a reduction in per capita consumption and brought a 
depression in the industry. (11) The frequent manipula¬ 
tion of the exchange ratio affects seriously the condition of 
the industry. The industry has been hard hit by the latest 
change in the ratio from Is. id, to Is* (12) The 

Increase In the world production of synthetic fibre which 
is largely taking the place of cotton Is another obstacle in 
the progress of the cotton industry. (13) Labour unrest 
and the indifferent attitude of the mill-owners have led to 
frequency of strikes in India and the consequent huge losses. 
(14) The reduction in the rates of duties on Lancashire piece- 
goods as recommended by the Special Textile Tariff Board has 
proved a menace to the natural expansion of the industry* 
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(iii) The Jute. Mills -—The Jute mills have attained consi¬ 
derable progress in India on account of India’s monopoly 
in the supply of raw materials. The mills are mainly 
localised on the banks of the Hooghly near Calcutta. These 
turn out gunny cloths which have extensive market all over 
the world. The industry is mainly financed by European 
and Marwari capital and is under the control of foreign 
enterprisers. In India there are as many as 105 Jute Mills 
of which 96 are situated in Bengal. 

Jute and its manufactures occupy generally the first 
place in the list of India's exports. The number of gunny 
bags supplied during 1938-39 was 598 million bags and the 
shipment of gunny cloth was 1550 million yards pthe total 
value of these exports was Rs, 3966 lakhs as compared with 
Rs. 5690 lakhs in 1920-29, Australia is the best market for 
Indian gunny bags ; other countries which purchase gunny 
bags are the United Kingdom, Egypt, Indo-China, South 
Africa, Java, Japan, China, the Straits Settlements and the 
United States. Jute Industry gives immense opportunity 
to the labourers to get themselvos employed and earn their 
livelihood. The amount of capital invested in this industry 
has risen to about 24 crores of rupees and 2’03 lakhs of 
persons find employment in these mills. 

In respect of organization the jute industry claims a 
pre-eminent position. The organization is highly centra¬ 
lised, The formation of Jute Mills' Association has led to 
concerted action as regards the scale of production. This 
industry had to suffer from post-war slump and is at present 
keenly feeling the effects of world-wide depression, declining 
price and the frequent labour troubles ; but the monopolistic 
position of this industry has helped much in the matter of 
facing these troubles boldly. It ia expected that the short 
crop combined with the policy of restriction adopted by 
the Jute Mill's Association would ini prove the condition of 
the industry. Up till 1935 the members of the Association 
restricted their working hours to forty per week. In 1936 
the mills have agreed to work upto 54 hours per week on 
single shift with no night work, The agreement has been 
suspended indefinitely with effect from the 1st March, 1937 
and the restriction in work has become discretionary. Oil 
the 31st July, 1939 the members of the Association 
arrived at an agreement whereby mills were worked for 45 
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hours per week with 20% Hessian and 74% sacking looms 
sealed ; since the outbreak of the war the demand for jute 
manufactures has increased and in consequence the restric¬ 
tion on working hours was withdrawn, 

The Indian Central Jute Committee has been constituted 
and functioning on efficient lines, Great stress has been 
laid upon research work and the collection and distribution 
of statistics and informations. Arrangement has been made 
with the newly appointed Indian Trade Commissioner to 
the United States of America for the giving of periodical 
reports on all parts bearing on the demand of jute and jute 
production in the Northern American continent. 

(iv) The Woollen Mills —This industry has made very 
little progress in India. The number of mills does not 
exceed 39 but that the demand for their products is very 
large is shown by the excessive imports of woollen goods 
from foreign countries. The chief centres of this industry 
are Amritsar, Kashmere, Cawnpore, Agra, Lahore, Mirza- 
pore, Bajputana, Bikaneer and Jaipur. The Shawl industry 
of Kashmore is famous for artistic qualities of the product 
turned out by it* The woollen mills generally consume 
Indian wool and use merinos and cross-breds imported from 
Australia for the production of finer classes of goods. 

The Shawls of Kashmere had an extensive foreign 
markat in the nineteenth century. This large demand for 
Indian shawls continued till the outbreak of the Franco- 
German War in 1871 and the establishment of firms at 
Paisley in Bn gland which undertook the manufacture 
of shawls and ousted the Indian shawls from European 
market. 

The carpet industry reached its highest development 
during the Mughul rule when the products of this industry 
were demanded in large quantities by people of high rank. 
With the downfall of the Mughul Empire the industry had 
to face a decline in the demand of its products but the 
British rule brought with it a large demand for Indian 
carpets in foreign countries. The industry has however 
lost its pre-eminent position because it has to depend upon 
foreign market which demands only cheap products and the 
weavers are now guided and controlled by the middlemen 
who happen to enjoy the lion's share of the profits* 
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Another important woollen manufacture is that of rough 
blanket which has an extensive demand among the poor. 
This industry is generally carried on in cottages. The 
abundant supply of wool from the sheep affords great faci¬ 
lity to the production of rough blankets. 

The disorganised condition of the cottage industry com 
cerned with the production of woollen goods* the increasing 
competition from the shoddy fabrics of Italy and Poland 
and the rapid inroads of Japan into Indian market are 
problems which deserve careful consideration at the present 
time. These matters were considered fully by the Tariff 
Board in 1935 but the recommendations of the Board were 
not accepted by the Government in view of the attitude of 
the British India Corporation which refused to divulge any 
statistics of costs of output. The Government of India was 
kind enough to provide in its 1936 Budget R$* 5 lakhs for 
giving assistance to the cottage industries on the lines 
recommended by the Board. 

(v) The Silk Industry —This industry is in a decadent 
condition. The Indian silk was formerly exported in large 
quantities to western countries but the production of cheap 
silk of foreign countries has brought about a decline in tlie 
export trade. The chief centres of this industry are 
Murshidabaci, Benares, Amritsar, Surat, Madura and 
Mandalay, 

When the Bast India Company established its trade 
marts in India* it tried its best to export silk manufactures 
to England hut the serious opposition oi English weavers 
gave a death-blow to its trade in silk manufacture. Again, 
the competition of China, Japan and the United States has 
almost driven out the Indian silk manufacture from the 
European market, India at present exports large quantities 
of raw silk in the form of waste or cocoons and imports 
rereolod Chinese and Japanese silk which the weavers 
prefer to home-made silk because the latter is full of knots. 
The decline of this industry is also due to the inefficient 
organisation, inadequate supply of capital and antiquated 
method of production. The importation of artificial silk has 
its worst effect upon the success of this Industry* Recently, 
attempts are being made to revive this industry by the 
introduction of selected Rearers System and by the imposi¬ 
tion of high revenue duty of 'Jo per cent, on foreign silk. 
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The boycott of foreign goods has given a stimulus to the 
industry* 

The industry is generally carried on in cottages with the 
help of the female members of the family. This industry 
can prosper in cottages provided steps are taken to introduce 
co-operative organization among producers and to protect 
this industry from foreign competition* It has immense 
prospect before it in view of the fact that the sphere of its 
op elation is too limited and artistic for the application of 
labour-saving devices and that the local demand for its pro¬ 
ducts has been stimulated by patriotic sentiments. With a 
view to giving stimulus to this industry the Government of 
Bengal has started two sericultural schools and introduced 
the Selected Rearers System according to which the passed 
students are helped with a stipend of Rs, 250 and seed 
stocks from Government nurseries for establishing rearing 
houses. Imperial Sericultural Committee has been en¬ 
couraging silkgrowing by means of grant* and protective 
duty has been imposed on imports of silk yarn and silk 
manufactures, 

(vi) Iron and Steel —This industry has attained consi* 
derable development only in recent years. India has been 
favoured by nature with large deposits of iron-ores but the 
want of coal-fields in the vicinity of the iron ores hampered 
the progress of this industry. In recent times several 
iron-ores have been discovered near the coal-fields and the 
difficulty which this industry suffered from in early times 
has been considerably minimised* There are at present 
several Iron and Steel Companies of which two belong to 
Bengal—viz,* (1) The Bengal Steel and Iron Company at 
Kuth and (2) The Indian Iron and Steel Company at 
Hirapur near Asansole. The third Steel Company which 
owes its origin to the efforts of J, N, Tata is known as the 
Tata Iron and Steel Company situated at Jamsbedpore id 
Bihar* The Government of India has helped this industry 
by granting bounties as well as by imposing protective 
duties in accordance with the recommendation of the 
Tariff Board* 

Another important company is the United Steel Corpo¬ 
ration of Asia started by Messrs, Bird & Co* of Calcutta at 
Monoharpur. There are two other companies viz* f the 
Eastern Iron Company and the Mysore State Iron Works. 
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Pig iron was first produced in December, 1911 and steel 
was produced for the first time in 1913. Since then the 
production of iron and steel has increased rapidly and in 
1934 India produced 1,916,918 tons of iron. The Indian 
pig iron is not inferior in quality and can he favourably 
compared with continental pig iron, Indian companies have 
also increased their production of steel* Formerly the steel 
manufactures of India included beams, angles, bars, fish¬ 
plates and rails but in 1926 a new plant was set up to 
produce sheets (black and galvanized)* sheet sleepers* sheet 
bars and plates. In recent times several workshops and 
firms have been established and these undertake the manu¬ 
facture of many important articles such as railway wagons, 
jute-mill machinery, galvanized products, rails and tubes. 
In spite of these achievements of the Iron and Steel indus¬ 
try we cannot say that the industry has reached the final 
stage of development. We will be surprised to learn the 
large quantities of iron and steel goods which India imports 
every year. This makes a strong case for protection of 
this industry. 

The pig iron is exported to Japan and to the United 
States of America in large quantities while Honkong and 
Straits-Settlements are principal customers of Iron and 
Steel manufactures. The quantity of manufactured pro¬ 
ducts is increasing day by day. In 1936-37 the production 
of pig iron amounted to 1,657,000 tons of which 574000 
tons were exported. 

The Government of India lias been encouraging the 
development of this Industry by protecting certain classes 
of iron and steel goods and by undertaking to purchase 
railway stores from Tata Iron and Steel Company* Aided 
by protection the industry now occupies a premier position 
and has effected considerable improvement in the method 
of production and condition of labour* 

(vii) Leather-~*I% is one of the important industries of 
India* The increased demand for shoes owing to tho rise 
in the standard of living and the introduction of chrome 
process have led to the recent development of this industry, 
India has enough prospects for this industry as it has got 
an abundant supply of raw leather and the cow-hides and 
goat-skins are suited to the chrome tanning. India also 
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possesses a large stock of excellent tanning materials such 
as Acacia pods and bark. In spite of these advantages the 
chrome process has not made considerable progress because 
of the want of expert knowledge and costly mechanical 
equipments. What India now requires is efficient training 
and organisation. If this want is satisfied there is no 
doubt that this industry will attain the highest develop¬ 
ment within a short time. The tanneries are to be found 
in large number at Cawopore and Agra. 

During the War time the industry attained considerable 
development under the direction of the Munition Board. 
The Government had to supply boots to Indian soldiers and 
this increased the demand for Indian shoes. Certain other 
goods such as picker bands, leather belting which were 
formerly imported into India were also produced within the 
country. In spite of these war-time boom the industry 
failed to establish itself. India still exports considerable 
quantities of raw hides and skins to Austria, Germany, 
France, Italy and U. S. A. Indian goat-skins are pre-emi¬ 
nently suited to the manufacture of high class glace kid aud 
aie being exported to the United Kingdom and the U. S. A. 
in large quantities. The Ottawa Pact which makes for 
preferential tariff in favour of the United Kingdom has been 
responsible for pet-increasing share of the export of 
leather. In 1937-38 the total value of the export amounted 
to Rs* 4 71 crores. 

The Government tried to give assistance to this industry 
by the imposition of an export duty of 15 per cent, with a 
preference of 10 per cent, to British Empire. This export 
duty was imposed in 1919 but this policy of the Govern¬ 
ment was severely criticised by the Fiscal Commission as 
well as by the Taxation Enquiry Committee. The duty was 
reduced to 5 per cent* in 1923* The Indian Finance Bill 
of 1927 provided for the removal of the export duty of 5 
per cent, ad valorem on raw hides but when the proposal 
was put to the vote, the President gave his casting vote in 
favour of status quo. The duty was abolished in 1935. 


Again f attempts are being made to develop this industry 
by technical research. Three such institutes have been 
Technical established w., the Calcutta Research Tannery, the 

research. Government Leather Working School at Cawnpore and the 

Leather Trades Institute at Madras. There are also 
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several training schools maintained by the Government and 
the Departments of Industries often send Demonstration 
parties to convey instruction to rural areas. 

(vili) The Paper Mills —This industry was introduced 
in India as early as 1870 when the Bally Mills were esta¬ 
blished and began to turn out large quantities of machine- 
made paper* The Titaghur Paper Mills came into existence 
in 1882* In the nineteenth century several other mills were 
established. Tho Ranigunj Paper Mill which was esta¬ 
blished in 1891 is now contributing much to the production 
of paper. The Indian Paper Pulp Company was started 
in 1922 and began to manufacture paper from bamboo. 
Recently, two other mills have been established one of 
which, vis:*, the Karnatak Paper Mill, is now engaged in 
producing paper from paddy, straw and bamboo. At present 
there are as many as II paper mills in India, and these 
mills turn out about 43,000 tons of paper. The most import¬ 
ant material which is used in the manufacture of paper is 
Sabai grass, Indian wood cannot supply the necessary 
pulp and for this reason pulp has to be imported from 
Europe* On account of inadequate supply of Sabai grass 
the use of bamboo fibre has been encouraged, although the 
latter cannot be favourably compared with the Sahai grass 
in respect of strength and quality. The Indian mills can¬ 
not turn out sufficient quantities of paper to meet the 
internal demand for the same and the result is that India 
has to import a large quantity of paper every year. In 
1938-39 the total value of imported paper and pasteboard 
was Rs. 323 lakhs* The paper industry has to fight with 
certain difficulties which impede its progress. These are 
(i) inadequato supply of coal, (ii) heavy cost of chemicals and 
(iii) competition of Germany, Scandinavia and England 
which have already made a good progress in this industry. 
The industry will not ho able to stand on its own legs, 
unless it receives protection from the Government* 

(ix) Matchmaking Industry—This industry has im¬ 
mense scope for development in view of an extensive home 
market, cheap labour and simple operations to be performed. 
Aided by these natural advantages the industry has made 
considerable progress and we find today as many as twenty- 
seven factories working in India, Tho imposition of pro* 
teotive duty of Rs, 1-8 on every gross of boxes each con- 
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taming 100 matches has gone a great way in improving the 
position of this industry. The industry has already got a 
stable footing and can easily overcome the competition of 
foreign matches, the imports of which is taking a downward 
couise. The patriots of India view with grave concern the 
predominance of a foreign combine—the Swedish Match 
company in the field of match manufacture, The Govern- 
menfc, however, has given the assurance that it will guard 
the activities of this foreign concern and will not allow 7 it to 
assume the position of a monopolist and thus threaten this 
indigenous industry. This industry suffers from these three 
difficulties viz. —(l) the difficulty of obtaining proper kinds 
of wood required for the purpose, (2) the heavy freights 
charged by the Hallways in transporting the materials 
while the foreign articles are carried at a very low freight, 
(3) the excise duty levied on matches at rates varying from 
Re, 1 to Bs. 2 per gross of boxes or booklets, 

(x) Glass .—Glass is an important article which India 
demands in large quantities. The women here often use 
churis which are made of glass, Ferozabad in the United 
Provinces and the Belgaum district in the south are seats 
of bangle factories but the factories have not yet achieved 
considerable progress. The factories are few in number and 
cannot meet the demand for glass in India. This accounts 
for heavy imports of glass-wares of various description. In 
1938-39 the total value of these imports was Es. 125 lakhs. 
The modem bangle factories are increasing their scale of 
production and undertaking production of lamp, chimneys, 
globes and bottles. The chief centres of production are the 
United Provinces, Calcutta and Bombay. The manufac¬ 
turing of sheet glass with modem equipment has been a 
specialty of one factory in the United Provinces. The indus¬ 
try suffers greatly from the want of efficient labourers and 
from the hot weather which causes difficulty in the matter 
of glass blowing. Again, the absence of coal near the fac¬ 
tories has been another difficulty which has checked the 
development of this industry. This difficulty can, however, 
be overcome if factories for the manufacture of glass 
is localized near the coal mines and if the glass furnaces 
can get a cheap supply of electricity. There is one more 
difficulty. This is the competition of -Japan and other 
foreign countries. The industry is still infant and deserves 
protection. The question of protection was referred to the 
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Tariff Board in 1931* The Board submitted its report, 
recommended the grant of protection for 10 years and 
suggested different rates of duties for the different classes of 
glass wares. The Government of India have postponed 
their final decision of the matter and decided to give a 
certain measure of relief to the industry by way of a rebate 
of duty on imported soda-ash. The Government of the 
United Provinces has, however, shown much concern for 
the development of this industry by constituting a glass 
technological section in Benares. 

(xi) Chemical Industry -—India has to import chemical 
products worth several crores of rupees every year* This co °^)ctition 
industry once flourished in India but the competition of 
cheap foreign products has seriously affected the progress of 
this industry. This industry has immense prospect for 
success in view of the abundant stock of chemical plants 
and cheap fuels and certain heavy chemicals like sulphuric 
and hydrochloric acids* 

The indigenous supply of nitric acid, sodium carbonate 
and caustic soda is scarcely adequate for the success of 
chemical industries. India has to import a large quantity of 
these essentials of chemical industry from Germany and other 
European countries* Again, no serious attempt has ever 
been made for the manufacture of alkalies. It is pleasant 
to learn that two companies have been started, one by the 
Imperial Chemical Industries and the other by Messrs Tata 
and Sons—for the manufacture of sada ash, caustic soda 
and such other essentials on the adequacy of which depends 
the success of heavy chemicals* Their success has been 
threatened by the competition of cheap foreign products and 
it is high time that Government should impose protective 
duties on their foreign products in order to afford facilities 
for the development of this important key industry* The 
Government of India has already come to the rescue of 
this industry and enacted the Heavy Chemical Industry 
Protection Act* 1931. 

India produces a large quantity of perfumes. The chief 
centres of production are Ghaaipur, Kanauj and Jaunpur. 

This industry, however* cannot meet the total demand of why Indian 
perfumes in India and the result is that large quantity of perfumes im> 
perfumes are imported every year, At present the political preferred* 
agitation in India has succeeded in changing the outlook 
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of the people and Indian perfumes are preferred to those 
imported from foreign countries. India has established 
several perfumery factories which are producing perfumes 
on a large scale. 


<3entre of 
production. 


Simple drugs and medicine have made headway in recent 
times through the efforts of several Indian firms; the 
recent agitation against foreign medicine has stimulated the 
production of indigenous products with the result that the 
total value oE imported dimgs and medicines fell from 
Rs. 2,36 lakhs to Rs. 2,21 lakhs. 

(xii) Manufacture of Utensils and Vessels :—The Indians 
are found to use large quantities of utensils and vessels in 
their daily life. Even the poor people cannot do without 
these articles. The chief centres which contribute to the 
production of these articles are Benares, Srinagar, Mirzapur 
and Mursbidabad. Recently, the aluminium utensils are 
used in almost every household and this has led to the 
development of alluminium industry of Madras. 
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(xiii) Shipping Industry :—In ancient times India used 
to carry her passengers and goods in her own ships. These 
ships were mainly made of teak*wood and were superior 
to the European vessels ; but at present Indian vessels have 
almost been driven out and iron-built ships of foreign 
countries have usurped their places. The Navigation Acts 
are responsible in a great measure for the present backward 
position of Indian Shipping Industry. Again, the combina¬ 
tion of foreign shippers has, by temporary reduction of 
freight, caused the destruction of Indian concern. The 
Bengal Steam Navigation Company had to stop its business 
on account of the rate-cutting policy enunciated by the 
foreign ship-owners. Another difficulty which the Indian 
ship-owners have suffered from is the heavy rate which 
the Insurance Companies have charged upon them. The 
Government has neglected the shipping industry in India and 
has patronised foreign ships by purchasing their services 
in the matter of carrying Government stores, The policy 
of Deferred Rebate which goes to give the shippers a certain 
percentage of the aggregate freights on their fulfilling the 
condition of not shipping goods by any vessels other than 
those despatched by the members of the Conference has 
been detrimental to the growth of indigenous shipping 
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enterprise. Want of suitable ship-building yards is another 
disadvantage which demands immediate removal. 

The decay of the shipping industry in India and the 
absolute dependence upon foreign ships have caused serious 
inconveniences. These foreign shippers have adopted a 
policy of regulating freight in such a way as to affect the 
interest of India's home industry* They do not look to the 
comfort of the deck passengers* The need for mercantile 
marine is proved to the hilt, if we take into consideration 
the difficulties which the Indian shippers and passengers ^ ecommeu 
have been suffering from on account of unscrupulous policy Nations of 
of foreign shipping companies. The magnitude of India's the Morcan- 
coastal and sea-borne trade which is sufficient to keep the Marine 
Indian mercantile marine busy, and the importance of Comnilttco * 
mercantile marine as a second line of defence during war 
and the opportunities of employment which the mercantile 
marine will bring, make a strong case for the Indian 
mercantile marine* Again, the recent foundation of Royal 
Indian Navy will bear no fruit if the shipping industry is 
neglected. Attempt should be made to revive the shipping 
industry on the following lines as suggested by the 
Mercantile Marine Committee—(l) Reservation of the 
coastal trade to the shipping companies registered in India 
with rupee capital and having majority of Indian share¬ 
holders and directors ; (2) Preference to be given to the 
Indian ships in the matter of carrying government stores 
and granting mail contracts ; (3) Provision should be made 
for the training of marine engineers and other officers ; 

(4) Protection should be given to the shipping industries in 
the form of construction bounties ; (5) Establishment of a 
training ship at Bombay with a view to giving facilities for 
the training of officers. The Government has only given 
effect to this recommendation by the establishment of the 
Royal Indian Marino Vessel "Bufferin' 1 which offers facilities 
for the training of Indian boys as deck-officers* 

No other recommendation has as yet been given effect 
to* Two bills—one for reserving coastal traffic for Indian 
shipping and the other for the abolition of Deferred Rebate 
system were moved in the Central Assembly but the 
Government of India deferred the matter till flic whole 
question of discriminating legislation was decided by the 
Round Table Conference which was then in session. The 
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decision of the said Conference has been incorporated in the 
Government of India Act, 1935 and sections 113 and 115 of 
the said Act stand in the way of any discriminating legis¬ 
lation contemplated by the aforesaid bills. 
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(xiv) Cement Industry :—This industry has come into 
prominence in recent times. India absolutely depended 
upon foreign countries for the supply of enormous quantity 
of cement consumed by her and it was only in the year 1904 
that Madras for the first time commenced the production 
of Portland cement. After a few years three other companies 
—the Indian Cement Company (Kathiawar), the Katni 
Cement and Industrial Company (C, P.) and Bundi Portland 
Cement Company appeared and undertook the production 
of cement on a large scale. The Indian Cement found an 
extensive market during the war time when the Govern¬ 
ment began to purchase considerable amount of cement 
from the Indian firms. The large profits that these 
companies earned tempted several other companies to take 
to the manufacture of cement. As a result of this many 
new companies were floated and cement industry made 
considerable progress. The Indian works now turn out a 
large quantity of cement every year but nevertheless India 
imports considerable quantity of cement even now. In 
1938-39 she imported: cement of the value of Bs, 10 lakhs 
from the United Kingdom, Japan, Belgium * Italy and 
Germany, India has an abundant supply of raw materials 
but these natural advantages cannot have their full effect 
because of the absence of coal near the Indian works and 
unfavourable situation of the factories at long distance from 
the ports of Bombay and Calcutta, The Tariff Board to 
which the question of protection was referred, did not make 
any recommendation because the Board was of opinion that 
the Cement Industry had already established itself and had 
been suffering from overproduction, 

(xv) Sugar Industry The sugar industry is an 
ancient industry of India, Bengal used to produce refined 
sugar which was available for export to western countries. 
With the establishment of sugar refineries in Great Britain* 
India became an exporter of raw sugar or gur. The refineries 
of European type were established in India but India failed 
to regain her former position and began to export less 
sugar and import more sugar. 
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The imposition of protective duty at the rate Rs. 7-4 
PQr cwL [subsequently reduced to Rs, 6-12) on all classes 
ot sugar m 1935 has given a stimulus to the sugar industry. 
-Lbe total acreage of production has increased substantially. 
Aiany new sugar factories have been established and there 
are as many as HO sugar factories in India. These factories 
are also extending their scale of production with the result 

lotVo^ 01 ^ su £ ar has already declined appreciably* In 
the ™porfc fell down to 13,979 tons as compared to 

l 9 i?nnrt° OS in 1 930-3 L India now produces about 
I,<44/,000 tons of sugar which can fully meet the total 
requirements of India, This phenomenal growth has given 
the industry a position next in importance to textile 
industry. There are, however, certain difficulties which 
stand in the way of this industry. Thes are *— 

(i) The heavy freights charged by the railways 
in conveying indigenous sugar to various parts 
of India, (ii) the relatively lower rates charged 
on imported sugar, (iii) the strong hold of 
imported sugar in port towns, (iv) the internal 
competition of the sugar factories, (v) want 
of central marketing organisation and standar¬ 
disation in the quality of sugar, (vi) the 
recent imposition of excise duty on sugar 
produced in British India, (vii) the banning 
of the export of refined sugar by sea under the 
International sugar convention of 1937* 

(xvi) Lac industry :—The importance of this industry 
cannot be ignored because lac has various uses, the chief 
uso being in polishing furniture* With the growth of 
gramophone industry lac industry has got an extensive 
market for its products and as a result of this research work 
has been stimulated with a view to improving methods of 
cultivation* The Lac Research Institute has been set up 
at Namkum in Bihar* The prosperity of this important 
industry depends upon the scientific culture of insects which 
are found in the twigs of certain trees* 

(xvii) OiLMilling Industry India has an abundant 
supply of oil-seeds and has been in the habit of exporting 
these seeds to foreign countries* This heavy export of oil 
seeds deprives the country of any profit which manufacture 
brings with it and of oil-cakca which may be used as good 
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fertilizer and cattle food. It is high time that India 
should impose restriction on the export of oilseeds and take 
increasing interest in developing the oil milling industry. 
The antiquated method of pressing oil with the help of the 
Ghani is to be replaced by more scientific method which 
js in vogue in Europe and America, To effect this improve¬ 
ment oil mills should be provided with the up-to-date 
machinery worked by steam or electric power* This has 
been secured but the industry has got to surmount the 
following difficulties which stand on its way :—First, the 
oilseeds are allowed to enter foreign countries without any 
duty while the manufactured oil has to pay high protective 
duty* Secondly, the freight on oilseeds is lower than that 
charged for the carriage of manufactured oil- Thirdly, 
want of standardization of Indian oils and oil cakes and the 
inferior quality of the products turned out by Indian Mills 
are other causes which deprive Indian oils and oil cakes of 
an international market* Fourthly, the Indians even now 
prefer ghani-made cakes to the mill-made cakes although 
the latter contains greater alluminous matter which is 
very essential for the cattle* 

(xviii) Film Industry The Film industry occupies 
an important position in modern times in view of the 
increasing demand for its product* The early start was 
given by Bombay and other provinces did not remain in* 
different. Within a few years the industry has made 
extensive and rapid progress, The industry has already 
attracted huge amount of capital and the annual expendi¬ 
ture in the production of pictures comes up to Bs, 20 orores* 
There are at present about 75 film producing concerns. 
The principal film producing studios are located at Bombay, 
Poona, Calcutta, Kolhapur, Bangalore, Madras, Coimbatore, 
Lahore, Jubbulpore, Karachi, Lucknow, \ izagapatam, 
Bajahmundry t Salem and Erode. 

The number of cinemas showing Indian films is 1000 
out of a total number of 1265 cinemas working in India* 
India has to import foreign films and shorts every year. 
This import has to pay heavy custom duty and the revenue 
derived from this source has gradually increased from 
Rs. 2 lakhs to about Rs. 14 lakhs in the course of 17 years. 
The Central Government also gets a substantial amount by 
wa ,y of income-tax and railway freights* The industry 
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again has contributed to the Provincial Revenue as much as 
B$. 40 lakhs which represent the proceeds from entertain¬ 
ment tax. 


Questions and Answers 


Q. 1, State concisely some of the chief obstacles in the way of India’s economic 
progress. What are the country's requirements for an efficient manufacturing 
growth and what are the special needs for agricultural development, (C. U. 1901).) 

Ana. See^ Sec* 22. 


Q. 2 + What do you consider to be the real function of foreign capital in deve¬ 
loping the resources of a backward country like India ? Consider the educative 
influence of foreign capital in this country. (C- U. 1010.) 

Ans, See—Sec, 12, 

Q. 3. Arrange in order of their importance the chief industries of India. 
Give the main features of India's agricultural problem and other steps taken by the 
Government during the last fifty years to meet some of the evils of our agricultural 
situation, (C, U. 1910.) 

Ans, See —Sec. 24 and Ch IV. 


Q. i « Write a note on the production and character of coal and iron-ore in 
India indicating location of mines with special reference to the possibilities of 
Bengal coal industry. (G, U. 1910.) 

Ana, See—Sec* 24, 


Cb 5, Describe the present condition of the handloom Industry. To what 
estent and under what conditions can it bo compared with poworJoom industry 7 
(0, U. 1914.) 

Ans. See— Sec. 24, 

Q. G. What in your opinion are the chief hindrances to industrialisation in 
our country ? How can wo avoid the evils of the latter day industrialism of the 
west ? (C. U* 1930.) ' 

Ans* Seo^Seo, 22. 


Q. 1. Examine briefly the limits and directioni of state action with regard 
to the development of manufacturing industries of India, 1^. 1, 1920*,1 

Ana. Sec—See. 21, 

Q, a. Enumerate the chief defects of Indian industrial labour and suggest 
xnoiitiurcs for improving its efficiency. (C, U* 1920,) 

Ani* tfita— Sec. 9* 




I 


Q. 9. Comment on the 
°n a large scale be adopted 
(0. U. 1925.) 

An>* See—See, 19. 

14 


following :—*'Even IT the system of production 
in India the small industries need not die ou4.' f 


210 


A FIRST COURSE OF INDIAN ECONOMICS 


Examine the possibilities t and limitations of handlocm cotton industry 
m Indm. (C. U* 1927*) J 

A ns. See— Sec. 24. 

Q,11* What are the different forms in which foreign capital enters India ? 
How far does the employment of foreign capital help or hinder the development of 
Indian industries ? (C. U, 1026.) 

Ans, See— Secs, 13 and 15. 

.9 Mention the measures which may conduce to the improvement of 

Indian handicrafts and cottage industries under present condition. {C. U. 192L) 

Ana. See —Sec. 19(a). 

Q. 13. \\ hat method would you suggest for the improvement of efficiency of 

Indian mill labour ? (C. U. 1920.) 

Ans. See— Secs. 8-10. 

Q. 14* Write a brief critical note on the hoarded wealth of India, (C. U, 1918.) 

Ans. See —See. ]G. 

Q. 15. Account for the high birth-rate and high death-rate in India. 

Ans. See— Sec. 6. 

Q, 16. IVhat remedies do you suggest for overcoming the miseries due to 
over-population in India ? 

Ana. See —Sec* 8. 

Q. 17. Give an account of the Factory Legislation in India. 

Ans. Sec—Sec, 10. 

Q. 18. Discuss the importance of cottage industries in the rural economy of 
India ; how can these Industries be made more efficient ? (C. U* 1940.) 

Ans. See— Secs. 1$-I9(a}, 

Q. 19. Discuss the comparative advantages of manufacture over agriculture. 

Ans. See i-—Sec. 23. 

Q. 20. What is the position of jute in the foreign tra*de of India. Discuss 
in this connection the economic effect of the restriction, of jute cultivation as 
advocated by the Congress party in Bengal, (C. U. 1929.) 

Ans. See —Sec. 23! Sub-sec, (iii). 

Q. 21. How do you explain the survival of the cottage industries in modern 
India ? What means would you suggest to improve their efficiency in the fact of 
competition with the machine industries ? (C. U, 1916.) 

Ana. See —Sec. 19(a)* 

Q, 22. Discuss fully the importance of Indian industrial labour. How far do 
you think it might he passible to counteract them ? Indicate the lines of reform 
that you would suggest. (C. U. 1930.) 

Ans* See—Secs, 9 and 9[a). 


PRODUCTION 


211 


Q. 23. Examine the arguments for and agaiustthe use of foreign capital in 
India. (C, U* 1931* 1934.) 

Ana. See— Sec, 13. 

Q- 34, Discuss the possibility of developing cottage industries in Bengal, 
’Would such an attempt, in your opinion, be successful ? Give reasons for your 
answer, (0. U, 1934,) 

Ana, See— Sec. 19(a), 

Q- 25, Examine the present position of the hand-loom industry in India. 
Suggest means for the improvement. (C, U. 1935.) 

Ana. See —Sec. 24, 

Q. 26, Account for the causes of the Industrial back ward nos s of the people 
of India. What measures would you suggest for the rapid industrialisation of the 
■country ? (G. U* 1935.) 

A ns. See— Secs. 21 and 22. 

Q. 27. ‘Over-population lies at the root of Indian poverty** Do you accept 
this view* (C, U. 1939 ; 1940.) 

Ana, Sec. 7(b), 

Q, 28. Account for the comparative inefficiency of Indian industrial labour, 
What measures would you suggest to improve the efficiency of Indian labour, 
(C. U* 1935 i 1939.) 

Ana. See— Secs, 9 and 9(a)* 

Q. 29. Discuss the conditions under which the products of handcrafts can 
compote with machine-made goods. Illustrate from Indian conditions. (C, U, 1928,) 

Ana, See— Sec. 19(a). 

Q. 30, Examine the present position of the jute-manufacturing industry in 
India. (C. U, 1939). 

Ana. See— Seo* 24(iii). 

Q, 8t* Discuss the possible danger of employing foreign capital in developing 
the natural resources of India, Under what conditions oan foreign capital bo 
allowed to take a share in the development of a country's resources ? (C. U. 1940.) 

A ns. See— Secs. 13 and 14. 

Q, 32. Describe the financial needs of Indian industries* (C. IT* 1940.) 

Aha. See— Sco. 33, 
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CONSUMPTION 

Sec. 1. Nature of Indian Consumption. 

The standard of living is not the same in all countries. 
There is no such thing as universally fixed standard of 
living. It varies (f) with the economic position of different 
countries, (ti) with the difference in natural and social 
environment under which people of different countries live, 
and lastly (iii) with the ideals of life that people of differ¬ 
ent countries entertain. Men living in a prosperous country 
with a cold climate will necessarily have a higher standard 
of living than those belonging to a poor country with a 
warm climate. Again, people with a spiritualistic ideal of 
“plain living and high thinking” will certainly have a lower 
standard of living than those with a materialistic disposition. 

In India we have all the above circumstances which go 
to lower the standard of living. The country is poor, the 
climate is warm and the people are of spiritualistic dis¬ 
position. All these three factors have been responsible for 
the low standard of living in India. We should not, how¬ 
ever, think that the Indians, irrespective of classes have the 
same standard of living. The standard of living is differ¬ 
ent among the different classes. Thus there is not one 
standard of living but many standards of living in a vast 
country like India. Let us divide the whole population of 
India into three classes viz. —(l) The rich, (2) The middle- 
class men, and (3) The poor. 

The standard of living of the rich is higher than that of 
the middle-class people and still higher than that of the 
poor. They consume nutritious articles like meat, milk, 
butter, and ghee in large quantities. They live in well- 
ventilated buildings well-decorated with furniture of every 
description. They spend a large amount of money in pur¬ 
chasing decent and valuable dresses and spend large amount 
for the education of their children. But the number of such 
people is very small in India. 
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Then wo come to the middle-class men and find that 
their standard of living is much lower than that of the rich 
mt higher than that of the poor. These people spend a 
very large percentage of their income on food and dresses. 
They cannot afford to wear valuable dress but have to 
remain satisfied with plain and simple ones* They seldom 
consume nutritious articles like meat, milk, ghee and butter 
and the tumount spent in procuring dwelling houses is not 
very largo. This class consists of a larger number of people 
than the former class ue. 7 (the rich). 


The standard^ 
of living of 
the middle 
class. 


Next we come to deal with the standard of living of the 
poor. They are destined to live miserable lives. They aro 
to live in insanitary houses, eat unwholesome food and 
wear dirty cloths. They cannot afford to train their chil¬ 
dren even in elementary schools. In certain seasons of the 
year viz. in the rainy season they often fail to secure the 
barest necessaries of life. 


Tlio standard 
of lo mg of 
tht 1 poor. 


We have seen above that the economic position of a 
country has a great influence upon (lie standard of living of 
the people. Tho small income of the Indians which is due 
to the absolute dependence upon agriculture as the solo 
industry, compels them to curtail their wants in every 
direotion. Tho result is that they fail to consume the 
articles that are necessary for efficiency and remain poor 
for all time to come. This unhappy state of things cannot 
bo improved unless and until the country is industrially 
developed* 


The cause <if 
tin' low stan¬ 
dard of 
li\ ing. 


Again, another cause of misery of the population is to 
ho found in the spread of western civilisation, Thu Indians 
are trying to imitate the western fashions in the matter of 
dress with the result Hint a large percentage of their income 
is being spent in dress to the detriment of their health 
Ahd strength, 

Sec* 2. Nature of Indian Diet. 


The staple food which the Indians habitually consume is 
vieo which contains HO per cent of starch and only 7 per cunt 
of protein [ along with tins rieo they generally take sufficient 
quantity of dal or pulses, some amount of vegetables and 
small quantity of fish, The d&V contains sufficient protein 
and fish contains much of nitrogenous matters. Although 
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some amount of starch is needed to constitute good diet,, 
consumption of too much starch is detrimental to health. 
This is the reason why the Indians generally suffer from 
indigestion and dyspepsia. It should be remembered that 
vegetables contain properties which can neutralise the evil 
effects of excessive starch consumption. The Indians will* 
therefore, do well to consume sufficient quantity of vege¬ 
tables. Another important point that should be parti¬ 
cularly noted in this connection is the preparation of food. 
In preparing food care should be taken to use as small a 
quantity of spice as possible. 

Questions & Answers 

Q, 1, What is the nature of Indian consumption \ how does it differ from 
that of civilised countries ? 

Ana. See— Sec. 1* 

Q. % What is the character of Indian Diet ? 

Ana. See—Sec* 2, 


CHAPTER VIII 

INDIAN FAMINES 


Sec* 1, History of Indian Famines, 

Famines were not unknown to ancient India but the 
occurrence of famines was not so frequent as it has been in 
recent times. The term “Mannantar” which is a synonym 
of famine and implies the end of an era goes to show that 
famines occurred, only after long intervals. 

In the Muhammadan period we have sad records of four 
famines but famine became more frequent during the rule 
of the East India Company, The situation has become 
^orse since the passing of the throne to the Crown and 
India became the victim of as mahy as ten devastating 
famines in the course of 40 years ending in 1000. 

The outbreak of famine has become more frequent in the 
twentieth century and we will seldom find a year in which 
some part or other of the country does not suffer from 
scarcity of food, 

One of the most terrible famines that broke out during 
the rule of the East India Company was the Bengal famine 
of^ 1770* The principal causes of this famine were the 
Mure of rains and the defective administration of the 
country by the Company, This was followed by another 
famine in Northern India in the year 1784. 

The only step that the Government used to take in 
those days for relieving the distress of famine-striken people 
was to regulate the trade of grain and to fix the price of it* 

The first and the most serious famine that broke out 
during the Grown period was the famine of I860 which 
visited Northern India, This famine was occasioned by 
the failure of rains and the disorganisation of trade brought 
about by the wars of the Mutiny, The Government tried 
its utmost to remove the distress of the people during that 
time by supplying able-bodied persons with employment 
And providing others with gratuitous relief* 
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Next came two other terrible famines one of which 
visited Orissa in 18GG and the other broke out in Southern 
India in 1876. During this time the relief-policy of the 
Government was too lenient to be satisfactory. 

A Famine Commission was appointed in 1878 to make 
recommendation as to the principle that should be adopted 
in granting famine relief. The Commission recommended 
that relief should be granted in such a way as not to 
encourage improvidence and demoralisation among people 
suffering from the effects of famine. The best policy of 
famine relief will be to provide able-bodied persons with 
employment by opening out relief works and to supply 
others with gratuitous relief. A famine insurance grant 
was started in 1878 necessitating the provision of Rs, li 
crores in the annual budget for the purpose of financing the 
direct and protective measures of famine. 

The short period that intervened between the j'ear 1889 
and the year 1897 witnessed three terrible famines. A 
second Commission was appointed in 1898 to make 
recommendations on the principle of famine relief. The 
Commission recommended that special care should be taken 
in relieving the distress of the weavers and people of certain 
hilly tribes who were quite helpless during that famine. 

These famines were followed by another famine which 
visited the Punjab, Rajputana and several other parts of 
India, A Famine Commission was appointed in 1901 to 
recommend the soundest principle of famine relief. It 
recommended that the famine policy to be adopted by the 
Government should be neither too strict nor too lenient. 
The Commission recommended a policy of putting heart into 
the people by an early suspension of revenue and liberal 
distribution of Taceavi loans. It also emphasized the 
importance of devising measures for tackling a fodder 
famine. 

Several famines visited India in 1907-03, in 1913-14 and 
1918-21 but these were local in character and did not 
require any large scheme of relief. In 1929-30 famine 
occurred in parts of the United Provinces, the Central 
Provinces and the Punjab, owing to the failure of rain. 
Scarcity of food also was caused by flood in some parts of the 
Punjab* the North-svest Frontier Province, Assam, Burma, 
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Bengal, Bombay, Beluchisthan and Kashmir. In 1936 
famine visited Bengal and some other parts of India. This 
famine was principally due to floods which damaged the 
crops of 1935* In 1939 large tracts of Kathiawar suffered 
from severe famine owing to the failure of rains. 

Sec. 2. Economic causes of Famine. 

In this section we shall deal with the causes that aie 
responsible for the frequent occurrence of famine, b amine 
which means scarcity of food-stuff's is said to visit India 
when on account of inadequate rainfall or excessive rainfall 
there has taken place a failure of harvest. India depen( s 
mainly upon heaven for the supply of water and in con¬ 
sequence. every failure of rains is followed by a failure of 
crops. The root cause of Indian famine is therefore, either 
the failure of rain or excessive supply of rain-water winch 
makes cultivation of the soil impossible. Sometimes failure 
of crops is caused by locusts and other kinds of insect pests 
Which take away the essence of the crops. 

(2) The next important cause of Indian famine is the 
poverty of the people. The average income of the people w 
too small to leave any surplus behind after their neeess.viv 
expenses have been met. Thus they have no reserve fund 
to fall hack upon in times of scarcity. Again, tho ™“ 
some pernicious social customs which compel them to spend 
large amount of money on ceremonial occasions and often 
we will find the poor Indians incurring ^ 
exorbitant rate of interest. It has been said that/a«un« o/ 
India are famines of money and vot fannut of .food. id's 
is virtually “me inasmuch as we find that there break out 
famines in some provinces of India when the «t m r p noi > - 
cos have sufficient stock of food crops. The people of tin 
famine-stricken area suffer mainly for want of money, 
here”,sufficient supply of money they can easily purchase 
food-stuff from other provinces and thereby remove then 

difficulties* 

(3) Another important cause is the almost absolute 
dependence upon agriculture. The Indians depend mainly 
upon agriculture (or their maintenance and industrialisation 

Kota*.ai* Ti.. r »u»■*•*«““ 

there is a failure of harvest and there is no work for the 
peasants in the field they are thrown out of employment. 
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They become quite helpless and find no other means of 
earning their livelihood. Contrary is the case in an 
industrially developed country. In such countries there are 
diverse kinds of industries where people can find' employ- 
ment and depression of one industry does not affect the 
material condition of the people very much. 

^ xcessive iand assessment —It has been held by 
, l !i . Dutt that the system of land revenue as prevalent 
in India is another cause of famine. The temporary settled 
districts of India have to pay a large percentage of the 
fiuits of their labour to the Government as revenue and 
what is left after revenue has been paid is scarcely sufficient 
for the maintenance of the poor peasants. The Government 
has tried in vain to adduce evidences to show the unsound- 
ness of this criticism. 


Sec. 3. The Economic effects of Famine. 

have studied in the preceding section the causes of 
famine. Let us now turn to discuss its effects. The 
scarcity of food during the times of famine is responsible 
for the untimely death of thousands of people and those 
who survive have their efficiency greatly jeopardized. Want 
of nourishment during famines tells upon the health and 
strength of the masses and epidemics of various kinds 
appear on the scene and cause further destruction of human 
lives. The diminution in the supply of human agents of 
production which is thus brought about, retards the eco¬ 
nomic progress of the country for several years* Famine 
also causes destruction of the humble stock of capital which 
a poor country like India may happen to possess* All the 
savings of the people are spent during this time and the 
agricultural livestock die out for want of fodder. There 
comes a despression of trade and industry, and it continues 
for several years together* The moral structure of the 
country is destroyed and crimes of all descriptions vitiate 
the atmosphere* The Government has to incur consi¬ 
derable expenditure on famine relief and to grant remission 
of the revenue payable by the distressed people while its 
revenue is severely affected by the disorganisation of trade 
and industry and the consequent Joss of taxable capacity of 
people, The total direct expenditure in this connection 
amounts to an average of one crore of rupees a year* 
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Sec. 4. Suggested remedies. 

Several remedies have been suggested for preventing 
11 jo occurrence of famine as well as for mitigating the 
miseries that, famines bring with them, 

(1) The most important of these reined ice is the im¬ 
provement of the system of irrigation. The immediate 
cause of famine is either tlie failure of rainfall or excessive 
rainfall. If the system of irrigation is improved, the failure 
of rainfall will cease to affect tho agricultural prosperity 
of India and famines will he few and far between. With 
regard to the latter cause, viz. the excessive lall of rain 
tho only remedy that we can suggest is the improvement 
of the drainage system of the country. 

(2) Tho next important remedy is the preservation 
of forests which greatly influence the rainfall h\ kt*epuvg 
the atmosphere up to a certain height cool, i he f icMs 
also provide the cattle with fodder the supply < 1 winch is 
veVy small in India. 

(Jl) Another remedy that is often suggested I he no 
provemont of agriculture hy the introduction ol scicnlila 
method of production. The cultivation of laid lo (*, 1 -, 

method will certainly increase the return .. land and 

will thereby improve the economic position of the fH■uanul 
Production can he profitably carried on according to 
weientitle prooats only when there is oonaoUtlation ot amall 
holdings, 

(4) Tho revival of tlie cottage industry i* another im- 
port ant remedy lhal may he vnggesleb. The cottafle in 
duatry provide* the peophi with a by-ooeupation and afford* 
opportunity for the l»e*t utilisation of the labour of women 
amt children who will other* i** r*m*m absolutely defend 
«D| upon the mate adult m*fnh#r* the famiH 
average income of the people will inr-naa* and iiH|>h l i 
thoir economic po»itmn 

(5) Thy iiiduitrklitktion of India in another 

ant remedy. Th# poverty of the \u4fam **dua to th# im 

creating dcpvmlMM upon agfieulturw Famine make* it* 
*p) am ranee w heirevar Ikffl W lady#* of harveat and the 
iiuiery of the last'pie know* haiiia If Itamat* drrarna 
tout a of taduati ' the tadur* of cf-op*eiil *'***- **' mflm* 
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the economic condition of the people very much and people 
who are out of employment will without difficulty be able 
to transfer their labour to other industries which are not 
under depression, 

(6) Another remedy that is often suggested consists' 
in improving the credit structure of the country/ The 
poverty of the peasants is mainly due to the esorbitaht 
rate of interest extorted by the village money-lenders. If 
the Government comes forward and uses a' part of the 
Famine Insurance Grant by way of loan to these poor 
agriculturists their economic position will be better and 
their resisting power against scarcity and famine will in¬ 
crease. 

The people should try to improve their own condition 
by means of co-operative organisation. Such organisations 
will certainly hlep them in the matter of purchase of ma- 
nuies, seed and implements of production and will enable 
them to get loans at a lower rate of interest. 

* 

(7) Efforts should be made to remove the illiteracy of 
the poor and to teach them how to make the best use of 
their resources. The legislature should make laws restric¬ 
ting the tenant's power of alienating their lands. 

(8) The system of assessmant of land revenue should 
be remodelled. Our experience shows that people living in 
the.temporary settled areas suffer more frequently from 
scarcity of food than those of the permanently settled 
districts. The introduction of Permanent Settlement 
throughout India will, we hope, check the recurrence of 
famines. The system of taxation should be based upon 
sound principles. The heavy incidence of taxation upon 
the poor takes away their resisting power. Again, the 
present administrative machinery which favours centra¬ 
lisation of power is detrimental to the economic interest 
of the people. Village organisations such as Union Boards 
should be vested with certain judicial powers so that they 
may decide disputes of the people and thus reduce the cost 
of litigation. 

(9) The construction of railways all over India is 
another important remedy that is often suggested. The 
services that are rendered by the railways during the famine 
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times can never be exaggerated* They facilitate the trans¬ 
portation of food-stuffs from the parts where there is plenty 
to those where people are suffering from scarcity* The 
rapid construction of railways has changed the character of 
famine* Formerly famine meant scarcity of food, now it 
has come to mean scarcity of money, 

(10) Famine sometimes occurs in certain areas because 
the pressure of population upon such areas is greater than 
that on the other parts of India* In such cases the remedy 
lies in the proper distribution of population according to the 
economic condition of various parts of India, Emigration 
of population from India to other parts of the world reduces 
the number of mouths to be fed and improves the pecuniary 
condition of the people. 

Sec. 5, How the Government grants Famine relief* 

To grant relief to the famine-stricken people is one of 
the most important duties of the Government* Every 
popular Government must therefore set apart a particular 
fund every year for insuring against famines* The Govern¬ 
ment of every province in India has appreciated the neces¬ 
sity of such a fund and in the annual budget a considerable 
amount is allotted to the item known aa the Famine Relief 
Fund. Every province has its own Famine Code which lays 
down the duties of the Government officers when famine 
has actually broken out. The Government makes a preli¬ 
minary study of weather condition, and the position of 
staple crops and prices and keeps prepared the schemes of 
relief works when the visit of famine is apprehended* 

The policy that is usually adopted by the Government 
in granting famine relief may bo briefly described as 
follows i —■ 

When there are signs indicative of the approach of 
famine the Government tries to help the people by remission 
of land revenue and by granting loans to the poor agrical* 
turisfcs* It seeks the co-operation of private citizens who 
have means to render assistance to the poor people and 
prepares lists of persona who are in urgent need of relief* 
If the number of these persons increases poor houses am 
sometimes opened* 
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If the adoption of these preliminary steps fail to remove 
the distress of the people, the test works should be opened 
in order to test whether famine has actually manifested 
itself. The Government should proceed carefully and its 
policy should neither be too strict, nor too lenient. 

When the distress of the people becomes more acute 
Belief works are thrown open and people are provided with 
employment at a certain minimum wages* Gratuitous 
relief is granted to those persons who on account of their 
inability and caste prejudices cannot get themselves em¬ 
ployed in those works. Proper medical arrangement is 
made for combating epidemics which break out in the affec¬ 
ted area. 

When the rains set in the Government adopts a new 
policy of granting loans to the agriculturists in order to help 
the latter in their agricultural pursuits. If this is not done 
there w ill be failure of crops and the misery of the famine- 
stricken people will never come to an end* The relief-works 
are closed when the harvest of the next year has provided 
the distressed people with independent means. 


Sec. 6* Famine Insurance Grant; Famine Relief 
imd : Famine Trust Fund. 

The Famine Insurance Grant was instituted in 1876 
nd Bs. li crores were annually set apart for f> ua ^" 
seing the continuous progress of protective works. The 
rat charge on this grant is famine relief, the second, 
rotective works and the third, the avoidance of debts. 
Fnder the rules framed under the Government of India 
,ct, 1919 every province has to contribute a fixed ^ sum 
very year for expenditure on famine, I[ the sum is not 
pent on famine relief it goes to build up the Famine 
telief Fund which is primarily available for expenditure 
n famine relief. The balance, if any, at the credit of the 
and is regarded as invested with the Governor-General 
^ Council and is available for expenditure on famine when 
ecessary, and under certain restrictions on protective and 
tker works for relief of famine. 

The new constitution of 1935 does not mate any provi- 
ion for a separate Famine Belief Fund. ^ it fa i the mtroduc- 
ion of provincial autonomy on the first day of April, 1937 
| ie balances lying in the Famine Relief Fund have been 
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made over to the Provinces and it has become the task of 
Provincial Governments to take measures in this behalf by 
appropriate legislation. Each Provincial Government with 
the exception of Assam has already passed appropriate Act 
for the establishment of a new fund for famine relief and 
investment of its balances in the securities of the Central 
Government* 

Besides this Government provision there is Trust Fund 
created out of the donation of B$* lo lakhs by the Maha¬ 
raja of Jaipur and amalgamated with the United Provinces 
Famine Orphans' Fund. This fund stood at Rs, 32,59,600 
in 1934* The fund has been permanently invested and the 
income from it is available for expenditure for relief works 
when necessary* 

See. 7* Measures taken by the Government for pre¬ 
venting famines* 

We have discussed in the preceding section the services 
that the Government renders in relieving the distress of 
the famine-stricken people when famine has actually broken 
out* But the duty of the Government does not end there, 
It should also try its level best to prevent the recurrence 
of famine by eradicating the causes that are responsible for 
the outbreak of famine* Let us see what the Government 
has done to combat this evil* 

The measures taken by the Government for preventing 
famines may be described as protective measures. These 
measures have taken three different forms viz* * —(1J the 
construction of protective railways, (2) the construction 
■of protective irrigation works, (J) the reduction of debts* 

The railways assist the prevention of famines by facili¬ 
tating the transportation of food-stuff from one district to 
another* The cost of food-stuff in the famine-stricken area 
scarcely differs at the present time from the price of the 
food-stuffs in parts unaffected by famines. The famines of 
the present day are famines of money and not of food* stuff* 

The agricultural industry cannot flourish if the supply 
of water is uncertain. The Government spends some parts 
of the Famine Relief Funds in the construction of irrigation 
canals, The fund is also vised to reduce or redeem debts* 
Expenses are incurred in the protective works and in 
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connection with the reduction or avoidance of debts only if 
money is available after the famine relief has been granted* 

The Government has devised other ways of removing 
The granting occurrence oi famine. It has introduced a system of 

?oans kaV1 granting loans to the poor cultivators at a reduced rate of 
interest* It is always encouraging the establishment of eo* 
operative credit societies which are expected to provide the 
people with cheap and easy credit* 


Questions & Answers 

Q< 1* Explain the character of Indian Famines and estimate tbeir causes. What 
are in your opinion, the most effective remedies to meet this calamity ? fC.U. 190 Jh> 

Aos- See —Secs. 2 and 4. 

Q* 2, Write notes cn The Famine Insurance Fund. (C. U. 1909*) 

Ana. —See* 6. 

Q l 3* Estimate the following as remedies against famines ; j 
(a) Increased irrigation* 

(£j) Increased transport facilities. 

(c) Increased Industrial ism. (C* U. 1912 & 191S*) 

A n& SgC 4 1 

Q, 4. Describe the relative values of Railways and Irrigation Works in India 
as Famine Protective works* (C. U. 1914.) 

Ans. See-^Sec. 7* _. , _ 

0 5 Enumerate the various measures which are taken in relieving the affected 
population («) in the early stages of a famine, (6) in the midst of a lamme, (<) a er 
a famine is over. {C* U. 1915.) 

Aas. See—Sec, 5. 

q, Enumerate the general principles on which famine relief is adminis¬ 
tered in India- (C- U. 1916.) 

An$. Sec—Sec. 5. 

Q. ?. Discuss critically the question whether famines in India are famines of 
food or famines of money* (C* U- 1917.) 

□“g wU „e the principal measures adopted by the Government for relief 
in the event of‘ famine® Vn ?ou suggest any improvement upon the 

methods ? (C* U. 1919.) 

Ads. See— Secs. 5 and 7, t 

Q. 9. Write brief notes on Famine Insurance Fund* (0. U. 1929,) 

Ho. Describe the famine relief policy of the Government of India. (G. U. 1935-> 

AnS- Ssi™■“Secs* 5 and 7* 


CHAPTER IX 


DISTRIBUTION 

Sec, 1. Indian Principle of Distribution, 

Like all other countries India has failed to apply the 
marginal productivity theory 5 in the distribution of its 
National Dividend. That there is great inequality of distri¬ 
bution is to be found in the existence of vast masses of poor 
and illiterate population* The whole population can be 
divided into three classes (l) the rich, (2) the middle 
class and (3) the poor. The first class contains a very small 
number of people who live in affluence and have all their 
material wants satisfied* The second class consists of men 
who are more favourably circumstanced than those belong¬ 
ing to lowest stratum but whose economic conditions are 
still far from being satisfactory. The third class consists of 
people who live miserable lives in a half-starving condition* 

Another feature of the distribution of National Dividend 
in India is that custom plays a more predominant part than 
any principle of economic science- The amount of rent, 
wages, interest or profit is influenced greatly by the 
customs- The labourers will generally be satisfied if custo¬ 
mary wages are paid to them and the conservatism of the 
people will despise any and every change in the share of any 
agent of production ; but such a customary rate of remu¬ 
neration ie not conducive to the economic development of 
a country* A change in circumstances necessitates a change 
in the amount of remuneration that is to be paid to each 
agent of production. 

Another peculiar feature of distribution in India is the 
lack of organisation among the different agents* In every 
civilised country wo find that every agent has its own 
organisation, tho Capitalists* organisation, tho Labourers' 
union and so on. In these days of economic warfare the 
importance of such an organisation can never he exaggera¬ 
ted* It is because of such organisations that the condition 
of labourers is hotter in the western countries than in India- 

16 


The principle 
of distribu¬ 
tion is far 
from being 
equitable. 


Custom plays 
an important 
part. 


There is lack 
of organisa¬ 
tion am o Jig 
the different 
agent*- 


226 


A FIPST COUESE OP INDIAN ECONOMICS 


An economic 
rent is a 
di flercutial 
return. 


How it is 
measured. 


The factors 
that mflu- 
cnee the 
amount of 
rent* 


In recent times we find in India instances of such organi¬ 
sations among certain classes of labourers but trade union¬ 
ism is still in its infancy here. 

See* % What is Economic Rent ? 

An economic rent is a differential return yielded by land 
of superior quality over the land that is just on the margin 
of cultivation. In this world we often find land that 
will, by virtue of its inherent qualities and advantageous 
situation, yield higher returns than other lands. When 
this Land of superior quality is to be found in abundance 
there is no rent ; but as the population increases and 
the Law of Diminishing Return begins to operate recourse 
will soon be taken to land of the second quality and the 
land of the first quality which will then be cultivated much 
more intensively, will yield rent This economic rent is 
measured by the sum total of the surplus returns yielded 
by the previous doses applied to the land of the first quality 
over the return from the marginal dose invested on that 
land. The return yielded by the marginal dose on the in¬ 
tensive margin is equal to that yielded by the marginal dose 
on the extensive margin. The economic rent is therefore 
due to the scarcity in the supply of the land of the first 
quality as well as to the operation of the Law of Dimini¬ 
shing Return. 

Sec. 3* What is the Character of Indian Rent ? 

The rent that is paid by the Indian tenants to their 
landlord or to the state does not represent the true eco¬ 
nomic rent. The amount of such rent is generally deter¬ 
mined by the combined influence of three factors, viz. 
custom, competition and legislation. The landlord of ther 
permanently settled areas scarcely exacts the whole of what 
remains after the tenant has been remunerated for the 
cost of production incurred by him. In the temporarily 
settled areas the State takes away only a certain percentage, 
of the economic rent* Thus we find that the rent realised 
from the tenants is generally lower than the economic rent 
that is yielded by the laud. 

Although the pressure of population upon land and the 
operation of the law of Diminishing Return have minimised 
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the influence that custom used to exert in determining the 
amount of rent in former times yet we cannot altogether 
ignore its influence- The modern tenancy legislations have 
mainly been hased upon customs* The conservative habit 
of the Indians will vehemently oppose the enhancement of 
rent even though such an enhancement may he just and 
equitable. 

The competition among the tenants to get. more pieces 
of land for cultivation has the effect of increasing the 
amount of rent paid by them* The rent has, therefore* 
increased in those parts where on account of density of 
population the competition is very keen* Such a competi¬ 
tion may be conducive to the interest of the landlord hut 
it affects prejudicially the material condition of the poor 
tenant. 

The St&to has sometimes fixed the amount of rent that 
is to be paid .by the tenants or by the landlords in the tem¬ 
porary settled area* The rent is generally lived with 1 eleg¬ 
ance to the economic rent yielded by the laud and therefore 
varies according to the quality of the land assessed. Tins 
rent remains fixed for a period of time* In the permanently 
settled area the revenue that is to he paid to the State bj 
landlords on behalf of the tenants remains fixed for all time 
to come* In those areas the landlords are responsible foi 
paying the revenue to the state, They are allowed to 
realise rent from the tenants but restriction has been im¬ 
posed upon the landlords' power of ejectment and enhance¬ 
ment of rent by tenancy legislation* 

Sec. 8(a)* The Ricardian Theory in relation of 
assessment of land revenue in India* 

Ricardo defines rent as "that portion of the produce of 
the soil which is paid to the landlord for the use of tho 
original and indestructible powers of the soil. Accord mg 
to him there are different grades of land and a cultivator 
generally begins with tho first grade land ami applies his 
labour and capital therein blit the supply of such land is 
limited and there is also a limit to the investment ot capital 
and labour on a particular piece o( land. For these reasons 
tho cultivator will he found to bring under cultivation the 
the second grade land in order to make the best and the 
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most profitable use of hi a labour and capital. As soon as 
the second grade land is brought under cultivation the first 
grade land begins to yield an economic rent which is 
measured by the differential return accruing from the first 
grade land. This differential return represents* according 
to Ricardo* a surplus which remains to the cultivator after 
he has paid all the expenses of cultivation and has remu¬ 
nerated himselE for his own productive effort. Economic 
rent is thus the last charge on the produce. 

Let us now see how far the above doctrine of rent 
governs the assessment of land revenue in British India, 
The Government recognises proprietary right of the people 
in the soil and remains satisfied with certain fixed amount 
of money which the proprietors must pay annually. The 
question is how far this revenue represents the true eco¬ 
nomic rent as conceived by Bicardo, Apart from the 
theoretical objections which have been nrged against the 
Recardian theory, there are certain practical' difficulties 
which make it impossible for an able financier to base the 
system of assessment of land revenue on the Ricardian 
doctrine. In the first place India is an old country and it 
is impossible to determine how much of the produce is due 
to the original and indestructible powers of the soil. 
Secondly* the so-called surplus which constitutes the eco¬ 
nomic rent according to Bicardo cannot be calculated 
accurately in view of the fact that the cultivating proprietor 
and the members of his family render certain services of 
which no account is kept. Thirdly* the Ricardian doctrine 
assumes that there is a full and free competition between 
the landlord and the tenant but this assumption does not 
hold good in an agricultural country like India where on 
account of the absence of alternative occupation people 
must procure land at any cost. The position has become 
worse because of the insatiable desire for making invest¬ 
ment in land. All these circumstances account for an 
excessively heavy assessment of revenue. The revenue 
payable for the land has thus come to bear little or no 
connection with true economic rent and the assessment 
often exceeds the true surplus and infringes on income that 
is not unearned. Fourthly* the revenue payable for the 
use of land remains fixed for a period of time and is not 
refunded or excused even if it is proved to the entire satis¬ 
faction of the revenue authorities that the expected surplus 
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has not been actually realised. Thus there is no guai&ntee 
that the assessment of land revenue will in no case trench 
upon that portion of the gross value which is not unearned. 

Sec. 8(b). Proprietary rights over the land : whether 
vested in the State or in the individual. 


The question that now arises relates to the o\Nneishij> 
of land. Is the State the universal landlord ? Or is there 
private property in land ? It cannot be denied that the 
State has been taking certain share of the produce of the 
soil from the time of which we have historical recoid. 
Even under the Hindu aud the Mahomedan rule this 
practice of taking certain share of the produce was in 
existence. Under the British rule the system of revenue 
has changed in form but not in substance. The State never 
treated itself as an exclusive proprietor of the soil but on 
the contrary recognised certain rights («■(/■, rights ot 
transfer and rights of exclusive possession) which were 
iuccmsistent with the idea o£ State owneis ip ° ?' T \ 

Thus we find that ownership ot land was never vested in 
the State and the British Government cannot claim any 
such right hy virtue of succession. 


It has been often argued that in the rayatwari system 

of settlement which prevails in Bombay the State is the 
real owner inasmuch as it can take the land into its -own 
possession when the occupant fails to pay the assessment. 
This penal provision however is not inconsistent with the 
idea of private property in land. Even in the case of the 
permanently settled estates we find that m tho 
default the Government can put to auction sale the default¬ 
ing estate. These restrictions which have been imposec 
in order to ensure prompt and regular payment of revenue 
convey nothing more than an idea that land luis been 
hypothecated as security for- tho payment of revenue 
assessed on it. They do not in any way infringe the 
proprietary righfce which the people can safely enjoysubrect 
to the payment of a fixed quota to the State. The Taxa¬ 
tion Enquiry Committee to winch this question of State 
ownership was referred also expressed the same opinion 
regarding 1 the ownership of any people. Nevertheless the 
proprietary right is not as absolute as the right enjoyed by 
the owners of land in England. The proprietary right of 
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the landlords or of the ryots is always limited by the 
solemn right of the state to saddle the lands in respect of 
which such proprietary right is claimed with the first 
charge of revenue. Again, the landlords have their rights 
curtailed by a series of tenancy legislation passed at the 
intervention of the state and have to recognise certain 
permanent claims of the tenants which appear as clog upon 
their absolute power. Hence it has been said that the sys¬ 
tem of land tenure in India is based upon a theory which is a 
compromise between the English theory of absolute 
property in land on the one hand and the extreme theory 
of State ownership on the other hand. 

See, 4. The Land revenue—whether a tax or a rent 

The question with which we are concerned in this 
section is as to the nature and character of the land revenue 
paid to the state. Is it a rent or a tax ? The answer to 
this question necessitates a discussion of the nature of the 
interest taken by the state in the land of the country. The 
rent can be realised only by the proprietor of the land. 
If the state assumes the position of a proprietor of all the 
available lands of the country it is entitled to the payment 
of economic rent. If on the other hand it recognises the 
private proprietorship of the people the revenue that is 
paid to the state will take the character of tax proper. In 
this latter case the state will be said to have imposed a tax 
upon the proprietors for the agricultural incomes that they 
enjoy. 

The Government of India has always recognised the 
proprietary right of the people and has at the same time 
demanded the payment of certain amount of revenue to the 
State. The very recognition of the proprietary rights of 
the people will go to indicate that the revenue demanded by 
the state is not a rent proper because rent can only be 
claimed if the state retains the proprietary- interest in the 
land. Again, it has been argued that the process of assess¬ 
ment and collection is similar to that in the case of a tax 
and that the exemption of agricultural incomes from 
taxation is based upon an implicit admission that the 
revenue paid by the landlords is in essence a tax. The 
authorities also treat the land revenue as tax and had in 
the past referred the problem of assessment to the Taxation 
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Enquiry committee for necessary recomtuetulation as to the 
ideal principle of assessment. All these arguments lead to 
the conclusion that the land revenue is nothing but u tax « 
but though this conclusion logically follows from the na me 
and character of the interest taken by the state in the land 
of the country ic will be prudent not to make such a 
dogmatic statement in view of the fact that ie anc 
revenue has some reference to the economic rent of t & an 
and cannot be altered according to the exigencies o > 1C 
state during the long period for which it is fixed, n 0 
permanently settled areas the revenue, on account o its 
fixity, has come to he only an insignificant part of the true 
economic rent yielded by the land but in the temporary 
settled districts the revenue is assessed with reference to 
the economic rent of the land. Again, like rent payable 
to ordinary landlord the revenue payable to the state 
claims priority ■ over other charges upon the an an a 
purchaser at a revenue sale like that at a len ^ 0 
gets the estate free from ail encumbrances ^d charges. 
All these facte have led Baden Powell to say that lan 
revenue is neither strictly a tax nor a rent but it paitakes 
more of the nature of tax than of rent. 


Sec. 4 (a). The incidence of revenue. 


The view of 
Baden 
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The incidence of revenue charges varies according to tthe 
nature of settlements, the class of tenure and the oharacte 
and circumstances of the holding and is no 10 _ 

where. Under permanent settlement m Bengal Goveinment 

derives rather less than £3,000,000 rom a .° , ,, 

estimated at £12,000,000. Under temporary settlements the 
share of the Government varies from SO per cent in t 
case of Zeminderi land to 20 per cent in the case of ijotwar 
land. The total land revenue derived by the Prow 
Governments maybe roughly taken to be £28^ millmn as 
compared with £84 million said to iaio 
annually by Aurangxeb from much smaller empire. 

When viewed with reference to the gross produco wo riud 
that the Government's share in the extreme case does not 
exceed one-sixth of the entire gross produce, the 

principle of assessment has often been adjusted with a'lew 
to reducing the ineidenoe and in case of largo 
imposition has been progressive and gradua ei. 
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suspension and reduction o£ revenue has been allowed in 
time of scarcity and deterioration of soil. 

Sec. 4(b)* System of Land Revenue, how far sound 
and equitable* 

Land Revenue system in every province is practically 
a system of taxation* It is interesting to study how far 
this system follows the classical -principles of sound 
taxation* The first canon, namely, that of certainty has 
been fully applied and we find that the person who has to 
pay land revenue knows exactly what lie has to pay and 
when he is to make payment* The next canon is the canon 
of convenience. This finds a rough application in the system 
of land revenue. It is no doubt true that provision has 
been made for the payment by instalments suitable to the 
assesses ; but the inherent rigidity and inelasticity of the 
system and the unscientific method of assessment have 
proved to be highly oppressive and inconvenient particularly 
in years of scarcity* 

The next canon is that of economy* In spite of the 
official claim in favour of it we cannot ignore the heavy 
expenditure which the state has to incur in connection with 
the assessment and realisation of land revenue* 

The canon of ability* we all know, is the most impor¬ 
tant canon and secures equity in taxation when its appli¬ 
cation is regulated by the doctrine of progression. The # 
Taxation Enquiry Committee have attempted to prove the 
progressive reduction in the share of the state with a view 
to convincing us that the tendency of the state has been 
towards reduction of the incidence of land revenue but the 
period which they have reviewed happens to be a period of 
rising prices and the heavy slump of agricultural prices 
which set in towards the end of 1929 does not support the 
view which they uphold so emphatically. Again, the doctrine 
of progression which been adopted with success by 
Japan and the European countries in the assessment of 
agricultural incomes has been rejected by the Taxation 
Enquiry Committee on the ground that land revenue is 
essentially a tax on things and as such is not susceptible to 
direct application of the doctrine of progression* The system 
of land revenue does not also conform to natural justice 
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because it does not exclude from assessment the un¬ 
economic holding which does not yield any surplus. 

The system has been marked by inter-provincial and 
even inter-districts disparities and has caused considerable 
inequalities in the burden of assessment. To avoid this 
defect the Taxation Enquiry Committee has recommended 
the adoption of a uniform standard of 25 per cent of the 
annual value as the share of the State. 


Sec. 5. The principal systems of Land-tenure. 

There are different kinds of land-tenure prevalent in 
British India, Broadly speaking Indian land revenue 
settlement may be classified under two heads, viz :—(l) the 
Permanent Settlement which is in vogue in Bengal Bihar 
and Orissa, in some parts of Madras, Ajmer-Merwar, Assam 
and Benares ; (2) the Temporary Settlement which again 
can be subdivided into three principal classes, viz (a) 
Zemindary, {&) Byotwari, (c) the Village System or the 
Mahal wari Settlement* 

By permanent settlement we mean a system where the 
State has settled the revenue that is to be paid by the 
landlord for all time to come. The temporary settlement 
on the other hand is a settlement which holds good only 
for a period of time at the lapse of which it will be replaced 
by another fresh settlement. The temporary Zemindary 
settlement is prevalent in the Punjab and in some parts of 
Bengal : tho Talukdars of Oudh are also called Zemindar 
under the temporary settlement. The Ryotwari settlement 
consists in a settlement made with the ryots themselves 
who are individually responsible for the payment of revenue 
to the State, It is in prevalence m Madras, Bombay and 
Borar and Central India. 

The Mahalwari Settlement consists in a settlement made 
with the village communities which serve as units of 
revenue management. Tho individual proprietors are 
severally and collectively responsible for the payment of 
the whole revenue. This type of Settlement is to bo fount! 
in the Central Provinces; in the Punjab anti in the United 
Provinces of Agra and Oudh, 
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See. 6. Land Revenue System of Bengal. The 
system of revenue administration before the Permanent 
Settlement. 

Before the introduction of Permanent Settlement in 
India, the East India Company who obtained the grant of 
the Dewjun from Shah A lam, the titular emperor of Delhi, 
in 17G5 used to carry on the administration of land revenue 
through collecting agencies. These collecting agencies used 
to oppress the poor tenants in all possible ways and the 
company had little or no control over them* In 1769 the 
Company appointed several supervisors to superintend the 
collection of revenue by their agents but such an official 
control failed to improve the astern of revenue administra¬ 
tion* The news of oppression to which the Indian tenants 
were put at last reached the ears of the Parliament and 
in 1772 the British Government took the administration of 
revenue in their own hands and with a view to securing 
better control over collection made a quinquennial settle¬ 
ment with the farmers offering the highest bid* This 
s 3 T stem of settlement was replaced by a system of annual 
settlement in 1777. These settlements had the effect of 
dispossessing most of the Zemindars who began to protest 
against such a pernicious system. At length these matters 
attracted the notice of the Home authorities and Pitt's 
India Act was passed in 1784 ordering an inquiry to be 
made into the complaints of the dispossessed Zemindars* 
The Act also advised the Company to make systematic and 
permanent rules of collection of land revenue. The Court 
of Directors had the ingenuity of suggesting a novel system 
of decennial settlement to be made with the landholders. 
Lord Cornwallis came to India in 1786 and after making 
detailed enquiries into the prevailing system of revenue 
administration introduced the decennial settlement in 1790 
the rules of which were incorporated with slight modifica¬ 
tion in the Regulation VIII of 1793.*- This settlement 
was made permanent by the proclamation of the 22nd 
March* 1793. 

Sec. 7. The Permanent Settlement. 

In the preceding section we have dealt with the cir¬ 
cumstances that led to the introduction of Permanent 
Settlement in India. Let us now discuss the changes that 
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were introduced by such system in the revenue adminis¬ 
tration of Bengal* Formerly, the Zemindars were merely 
revenue farmers having no vested interest in the land under 
their charge* Consequently, they could neither alienate it 
nor raise money on the credit of their tenure. The amount 
of revenue that they had to pay was not fixed but was 
subject to variation at the discretion of the Government. 
This was the position of the Zemindars before the intro¬ 
duction of Permanent Settlement. The Regulation 1 of 
1793 which introduced for the first time the permanent 
settlement in Bengal brought about a change in the status of 
the Zemindars* The Zemindars were given an absolute 
right of proprietorship in the soil subject however, to the 
payment of the revenue the amount of which was fixed for 
ever. The above regulation also provided that the land 
in the possession of the Zemindars would be heritable and 
transferable. The right of proprietorship which was con¬ 
ferred upon the Zemindars also included the rights of 
mining, fishing and other incorporeal rights. The Zemin¬ 
dars were given the right of collecting rents from the 
under-tenants and of enhancing such rent subject to such 
rules and regulations as would bo enacted by the Govern¬ 
ment for safe guarding the interest of the tenants. Mr* 
Harrington described the position of the Zemindars under 
the Permanent Settlement thus ;—- A land-holder possess¬ 
ing a Zemindari estate which is heritable and transferable 
by sale, gift or bequest, subject under all conditions to the 
public assessment fixed upon it, entitled after the payment 
of such assessment to appropriate any surplus rents and 
profits which may he lawfully receivable by him from the 
Under-tenants in his Zemindary or from the cultivation of 
untenanted lands but subject nevertheless to such mles 
and restrictions as are already established or may be 
hereafter enacted by the British Government foi soemmg 
the rights and privileges of raiyats and other under-tenants 
of whatever denominations, in their respective tenures and 
for protecting them against undue exactions or oppression. 

Sec* 8* Object of the Permanent Settlement* 

Ono of the primary objects for the introduction of Per¬ 
manent settlement was to improve the agricultural industry 
with which the prosperity of the country was intimately 
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connected. The people of India were then mainly depen* 
dent upon agriculture but oil account of the defective 
system of land tenures prevalent in those days they could 
not; improve the quality of the soil by the investment of 
labour and capital. The Zemindars did not take any 
interest in irrigating the land by the excavation of the 
reservoirs and other artificial works because they had no 
proprietary interest in the land and could be dispossessed at 
the expiration of the annual settlement. Under these cir¬ 
cumstances famines began to visit the country frequently 
and misery of the people knew no bounds. The then 
Government of Bengal appreciated the seriousness hf the 
situation and discovered to their surprise that the root- 
cause of all these evils was the defective system of revenue 
administration. They came to realise that all attempts 
to improve the condition of the people would prove a 
failure unless an improvement is effected in the system 
of land-tenure by recognising the proprietary right of the 
land-owners and by fixing the amount of revenue payable 
to the Government. Accordingly the Regulation 1 of 1793 
was passed and the system of Permanent settlement was 
introduced in Bengal, 

In addition to the above reason there were several 
others which led to the introduction of the Permanent 
Settlement, Let us have a brief summary of these 
reasons, 

(1) The Government felt great difficulty in connection 
with the payment of heavy civil and military expenditure. 
They were in urgent need of adequate funds for that 
purpose. ■ The financial condition of the Government 
could not be improved unless some reform was introduced 
into the system of land-revenue administration, The 
introduction of Permanent Settlement was regarded as the 
means of overcoming the financial difficulty. Mr, S„ C. 
Jfjtter in his Tagore Law Lecture said that the East India 
Company would have been reduced to bankruptcy, if they 
had not adopted the principle of Permanent Settlement,' 

(2) The system was found helpful to the interest of 
the Government as well as beneficial to the interest of 
the people. It ensured a punctual realisation of a fixed 
amount of revenue to the Government and at the safiaa 
time vested a permanent right of proprietorship in the 
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Zemindars. The object of the Government was to confer 
upon the Zemindars the same status as was enjoyed by the 
English landlords so that the benefits enjoyed by the 
tenantry in England might he secured for the poor tenants 
of Bengal* 

(3) There was a political object too which we cannot 
overlook* The Government thought that the introduction 
of permanent settlement would go to promote loyalty of 
the people. The big Zemindars would remain grateful for 
ever to-the Government for the immense benefit that the 
Permanent Settlement would bring them. 

(4) The prosperity that would come out of the system 
of Permanent Settlement would, Lord Cornwallis hoped + 
increase the consumption of British goods and thereby 
would give a fillip to the British industries. The Govern¬ 
ment treasury might also be enriched by the payment of 
large sums of indirect taxes levied upon foreign commodities 
which the prosperous people of India might import from 
foreign countries* 

Sec* 9* The effect of the Permanent Settlement* 

In this section we shall consider the effects of the 
Permanent Settlement upon the respective rights of the 
Government, the proprietors of the soil, the Talukdars and 
lastly of the cultivators, 

(a) On the Government :—The Government made over 
its proprietary right to the Zemindars on the latter's 
agreement to pay a fixed sum of revenue annually but 
reserved the right of protecting the cultivators from the 
oppression of Zemindars* It also retained the right of 
assessment on all revenue-free lands held under invalid 
titles* The introduction of this system has meant a 
considerable sacrifice of revenue on the part of the Govern¬ 
ment. On account of the permanent fixity of the revenue 
the Government ie not in a position to increase the revenue 
with every riso in the price of the products of the soil ; 
but this Joss has been compensated by the benefit that 
follows from the punctual realisation of fixed amount of 
revenue and from the avoidance of all costs incidental to 
a temporary settlement* 
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(6) On the Proprietors or Zemindars 1 The Perm a* 
tient Settlement has been aptly described as the Magna 
Charta of the landed aristocracy of Bengal and Bihar* It 
has recognised the proprietary right of the Zemindars and 
has conferred upon them the right of alienation by way 
of sale, gift or bequest* The revenue that they have to 
pay annually to the state has been fixed for all time to 
come* They can sublet the land they own to the culti¬ 
vators on terms to be determined by mutual agreement 
but the Government has retained the right of making 
tenancy law’s for safeguarding the interest of the poor 
tenants* The Bent Act of 1859 and the Bengal Tenancy 
Act of 1885 as amended by the Act of 1938 are instances 
of such laws* 

(e) On the Talukdars During the time when the 
Permanent Settlement was introduced into Bengal there 
were two types of Talukdars, viz (l) the independent 
Talukdars, (2) the dependent Talukdars- The former, viz. 
the independent Talukdars were given by the Permanent 
Settlement the same rights and privileges as were conferred 
upon the Zemindars while the dependent Talukdars were 
reduced to the position of mere tenants- 

(d) On the cultivators :—The cultivators of the soils 
were not given any proprietary interest in the land they 
cultivated, They were made the tenants of the Zemindars 
who could realise from them any rent they chose, but the 
cultivators w r ere not left absolutely to the mercy of the 
Zemindars. The Government reserved the right of making 
laws to regulate the relation between the cultivators and 
the Zemindars and incorporated in Keguiafcion VIII of 
1793 several provisions for the delivery of Pattern or leases 
and for the maintenance of the account of the raiyats by 
the Kanongoes or the village Patwaris* The object of all 
these provisions was to safeguard the interest of the tenants 
against the oppression of the Zemindars but all those 
provisions could not assure the cultivators of permanency 
in the possession of their holdings* For this reason the 
Government had to make tenancy laws in order to protect 
these helpless tenants, 

Sec* 10* Profits of Permanent Settlement. 

(1) The introduction of Permanent Settlement in 
Bengal has materially improved the economic conditions 
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of the people o£ this province, The amount of revenue 
payable to the Government does not increase with every lucee ? ,s * 
rise in the price of the crops and in consequence, the ting powoTof 
agricultural incomes are higher in Bengal than in the the people ? 
temporary settled districts* This comparative advantage 
1Q agriculture has increased the resisting power of the 
people against famines which, since the introduction of 
Permanent Settlement, have been rare in Bengal. Bishop 
Heber says that "in Bengal where independent of its 
exuberant fertility there is a Permanent Settlement famine 
as unknown/* 


(2) The Permanent Settlement has freed the Zemindars 

from official control and put a stop to the oppression to Jlrs are free 
which the cultivators were formerly subject when the from official 
collection of revenue was in the hands of collecting agents. control. 

(3) It has avoided the expenses and harassment inci- The expenses 

dental to the temporary assessment of revenue. Often such ;UiC * harass- 
assessment is found to be unjust and inequitable, avoided 

(4) The temporary nature of the tenure is a great 

check upon the investment of labour and capital in land, I(r ka^ ou- 
The Permanent Settlement on the other hand encourages \n 

the cultivators to invest as much capital as they can in kind 1 ' 
the soil. 


Co) The Permanent Settlement has been a Magna 
Chart a to the landlords of Bengal. It has recognised the 
proprietary rights of the landlords and has thereby given L " 

nsa to a landed aristocracy in Bengal* These rich people 
can afford to do good to the community by improving the 
sanitary condition of the village and making proper arrange¬ 
ment for the elementary education of the villagers. 

(G) Tlus landed aristocracy will ootno into intimate Tll0 ^ s wi |j 
touch with the tenants who hold land on certain conditions eioatoTutb 
4Uid ia expected to look much more to their interest than an mate i^l*- 
^pathotip Government, Horn* 


Sec* 11, The defects of Permanent Settlement, 

(l) One of the most important defects of the Permanent 
^attlcmprit lay in the fact that it did not recognise the 
irifthba of the raiyats but loft them absolutely to the mercy 
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of the landlords. The Zemindars could mate any and every 
settlement with them. There was neither a detailed survey 
nor the preparation of record of rights. The Government 
only reserved the right of making tenancy laws for safe¬ 
guarding the interests of the poor tenants. 

(2) The Permanent Settlement has fixed the revenue 
payable to the Government for all time to come. 'This 
involves a sacrifice of all prospective increase of revenue on 
the part of the Government. Lord Cornwallis seemed to 
have thought that there could not be any security of the 
title to the estate unless the revenue payable to the Govern¬ 
ment was fixed. Whatever might be the reason for the 
introduction of this system it cannot be gainsaid that from 
the standpoint of revenue the policy is unsound in principle. 

(3) The comparative advantages that the people of 
Bengal enjoy on account of the introduction of Permanent 
Settlement have been the cause of its industrial backward¬ 
ness. The temporary settled areas like Bombay have 
flourished in the sphere of industry while in Bengal the 
industries have made little or no progress. 

(4) The Permanent Settlement has no doubt increased 
the prosperity of the Zemindars but this increased pros¬ 
perity has not proved a blessing to the country. The 
Zemindars generally spend their riches for the satisfaction 
of their personal wants and do not even think of improving 
the conditions of the villages from which they derive their 
income. The tenants are not cordially dealt with. They 
are harassed and illtreated in every possible way. 

(5) The Permanent Settlement has not led to the 
creation of intelligent and loyal citizens. The Zemindars 
have independent resources to depend upon and are generally 
found to be men of public spirit. They do not like to 
support the Government and oppose all measures which are 
detrimental to the interests of the country. 

Sec. 12. Permanent Settlement areas, 

Bengal is not the only province where the system of 
Permanent Settlement is in vogue. There are other parts 
of India where this system is in prevalence. Some parts of 
Bihar and Orissa and of the Madras Presidency are under 
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this system of land-tenure. This system lias also been 
introduced in some parts of Assam, in Benares and in 
Ajmer-Marwar* All these parts taken together represent 
near about one-third of the total area of British India. 

Sec* 13* Land-Revenue System of Bombay. 

The raiyatwari settlement is prevalent in Bombay* 

This system was introduced at first in the Inderpur district 
of Bombay on the basis of the reports submitted by Mr. The state of 
Goldsmid and Lieutenant Wingate, As this system proved Settlement 
successful in that district it was later on extended to other 
parts of Bombay* This settlement is made periodically 
with the tenants themselves who are responsible for the 
payment of revenue to the Government* 

The revenue of the state is determined by the settle¬ 
ment officer with reference to the general conditions* The 
revenue therefore varies with the different grades of land* 
Glassification of soils and their relative values are deter¬ 
mined with reference to their depth, capacity for retaining 
moisture and other physical properties* Every settlement 
generally holds good for 30 years and the re venue remains 
fixed for this period of time* After the lapse of this period 
of settlement, a re-settlement is made and during the time 
of this re-settlement the revenue can be enhanced* The rate 
of enhancement is limited to 33 per cent, on the total for a 
whole taluka , 66 per cent* on that of the village and 100 per 
cent, on that a single holder* The settlement officer may 
assess the land in such a way as to take away the whole 
rental of the land. 

The land tenures of Bombay may be classified under 
three groups the Survey tenure, (h) the In am tenure, 

(c) Miscellaneous tenures* The first class, viz u the Survey 
tenure includes both the unrestricted tenures and restricted 
tenures. The unrestricted tenures mean tenures which do 
not impose any restriction on the right of alienation where¬ 
as the restricted tenures impose such restriction. 

The Inam tenure again may be subdivided into four 
classes ;—(a) the Political, (6) the Religious, (c) Personal, 

\d) Service* 
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Sec. 14. The Land-Revenue System of the Punjab. 

The land-revenue system of the Punjab is known techni¬ 
cally as the Mahalwari system. The characteristic of this 
system lies in the fact that the settlement is made not with 
the individual tenants but with a village community. Each 
individual holder of the lands of the village has to contri¬ 
bute his quota to the village headman who ultimately pays 
the whole revenue payable to the Government. The whole 
village is divided into a laTge number of holdings and a 
certain fixed amount of revenue is to be paid by the occupant 
of each of these holdings. The rate of revenue per area is 
fixed with reference to the rental assets of each kina of sou. 
The occupants of these holdings are jointly and severally 
responsible for the payment of the whole sum due to the 
Government. Sometimes the whole land is not divided into 
a number of separate holdings. The proprietary interest of 
an individual is then represented by a certain specified share 
in the village. The tenure is technically known as the 
Paltidari. There are few other kinds of minor tenures 
which are left out of discussion. 

The period of settlement generally lasts for 20 years. 


Sec. 15. The Land-Revenue System of Madras. 

The svstem is technically known as the Raiyatwari 
svstem The settlement is made with the individual tenants 
who are ultimately responsible for the payment of revenue. 
The whole of Madras is not, however, under this system of 
land tenure. There are certain parts of thi3 province where 
permanent settlement is in vogue. The ^ssessmsntof 
revenue is made every 30 years and the principle on which it 
is based is sound. The settlement officer takes into account 
the productive capacity of the land and t^e revenue is 
fixed with reference to the net produce valued on the basis 
of the average price of crops in 20 non-famme years preced¬ 
ing the enhancement of revenue. The assessment is also 
influenced by the facilities for irrigation and by situation ; a 
separate assessment is made on minerals when discovered. 

Sec. 16. The Land-Revenue System of the United 
Provinces, 

Notwithstanding all hopes that were held out to these 
provinces by the Regulation of 1793 regarding the mtroduc- 
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tion of Permanent Settlement, the Court of Directors finally 
decided in 1822 to introduce temporary settlement into 
these provinces and fixed the amount of revenue at 83 per 
cent of the gross rental of land* The rigorous settlement 
had its worst effect upon the material condition of the 
people and Government had to lower its demand to 66 per 
cent of the rental in 1833* Then came the Saharanpur 
Buie of 1855 which reduced the revenue of the State to 
50 per cent of the net produce of the soil* 

The System of land-revenue prevalent in the United 
Provinces is technically known as the Mahalwari system. 
The settlement is made with the village community and the 
individual tenants are jointly and severally responsible for 
the payment of the whole revenue to the Government, In 
assessing revenue the Settlement officer has to group the 
villages into assessment circles having rough similarity in 
respect of soils and physical character* The actual cash 
rental paid by permanent tenants of the soil is taken into 
account and the state demand is fixed with reference to 
this cash rental and several other factors such as means of 
communication, increase of population and area under 
cultivation. It should be noted, however, that this system 
does not prevail in Oudli, The Government could not ignore 
the rights of the Talukdars and consequently a settlement 
was made with them* The Talukdars are entitled to sublet 
the land in their possession to tenants on any terms chosen 
by them* The Government undertook to protect the 
interest of these tenants and regulated the relation between 
the Talukdars and their tenants by passing the Gudh Rent 
Acts of 1061* 
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Sec, 17, The Land-Revenue System of the Central 
Provinces, 

The system of settlement prevalent in these provinces 
ia known technically as the Malguzari Settlement* This 
settlement is made with the revenue farmers for a period of MalguzaH 
30 years* Tim cultivators aro tenants under the malguzars Settlement* 
but they have not boon left to their mercy. The Settlement J^ Act<>f 
officer has to fix the revenue payable by the Malguzars as 
also the rent payable by the cultivators to the Malguznrs, 

The Tenancy Act of 1883 haa conferred upon the tenants 
the absolute right of transferring the land in their 
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possession and of enjoying it for a certain period without 
the enhancement of rent* The period of settlement has been 
reduced to 20 years and the rate of assessment has been 
raised* 
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Sec. IS, The Arguments For and Against the Rever¬ 
sal of the Permanent Settlement* 

Arguments are not wanting in favour of the reversal of 
the Permanent Settlement, The people of the districts 
where this system is in prevalence are enjoying an unearned 
increment to the extent of 1600 lakhs of rupees while the 
revenue of the Government remains fixed for ever. Again, 
the social and the political objects which led to the intro¬ 
duction of the Permanent Settlement have not been fulfilled* 
The Zemindars are neither loyal to the Government nor do 
they treat the tenants with kindness and sympathy. The 
economic progress of the Permanently Settled areas is being 
hampered on account of the absolute dependence on agricul¬ 
ture* All these considerations lead to the question of replac¬ 
ing the system of Permanent Settlement by one of tem¬ 
porary settlement : but there are arguments that can be 
advanced against the reversal of the system. 

The most important of these arguments is that such a 
reversal will mean a breach of solemn pledge of the Govern¬ 
ment. The Government introduced this system and 
promised to make this system permanent. How can the 
Government abolish this system without being guilty of a 
breach of promise ? 

Secondly, the reversal of this system will have the effect 
of taking away the right of property which has once been 
recognised by the Government* Thirdly, it will deprive the 
people of the fruits of investment* The limitation and 
permanent fixity of the Government revenue have led to the 
investment of labour and capital in land and now if the 
system is reversed and the revenue is assessed with refer* 
ence to the productivity of the land Government will there¬ 
by take away the return of this investment without giving 
any compensation to the people. 

Fourthly, the replacement of Permanent Settlement by 
a system of Temporary Settlement will lead to a reduction 
in the value of land with the result that the proprietors 
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who have purchased lands at exorbitant price will incur a 
heavy loss* Again, experience tells us that the Khas Mahal 
’System is much more oppressive than the Zemindary 
system* 

Sec. 19* Some Terms defined* 

(1) Estate :—There are lands of various descriptions. 
Some are known as revenue-paying lands while others as 
revenue-free lands* Besides these two types, there are Khas 
Mahals* The collectors of every district have to prepare 
and maintain registers of each of these kinds of lands. An 
estate means so much of any of these lands as are included 
under one entry in one of these registers* Independent 
Taluks that pay revenue direct to the Government are also 
termed as estates but the subordinate Taluks such as 
Shilumi Taluks and Patni are not estates* 

(2) Khas Mahal When the Government is the 
proprietor of an ©state, the estate is technically termed as 
Khas Mahal. Such proprietorship of the Government is to 
be found in the case of waste land or an island in the midst 
of a navigable river. Again, where the proprietor of an 
estate is not ready to accept the term of settlement the 
estate is held khas by the Government. These khas posses-, 
sions are sometimes managed by the Government through 
its servants and sometimes lot out in farm, 

(3) Tenant :—Tenant means a person who holds land 
under another person and is liable to pay rent for that land 
to the latter* It is this liability to pay rent that establishes 
the relation of landlord and tenant* 

A tenant may be either a tenure-holder, raiyat or an 
under- raiy at* A tenure-holder denotes primarily a person 
who has acquired from a proprietor or a superior tenure- 
holder lands for the purpose of collecting rents or for 
bringing it under cultivation by establishing tenants on it 
and includes persons claiming under succession to the 
tenure-holder* 

A vaiyat means a person who has acquired from the 
proprietor or under*holder the right to hold land for the 
purpose of cultivating it by his own self or by the members 
of his family or by labourers hired for the purpose and 
includes the successor of the original raiyat. 
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An under-raiyat is a person who holds land under a 
raiyat irrespective of the purpose for which the land is 
held. 

(4) Occupancy raiyats An occupancy raiyat is a 
raiyat who has the privilege of continuing to hold the land 
in which a right of occupancy has been acquired by him 
either by virtue of an enactment or otherwise, as long as 
the rent legally demandable is paid. Several enactments of 
Bengal have conferred upon the raiyat the right of occu¬ 
pancy. As for example, the Act X of 1859 and Act YIII of 
1869 provided as follows : "Every raiyat who shall have 
cultivated or held land for a period of 12 years shall have a 
right of occupancy in land so cultivated or held whether it 
was held under a pattah or not so long as he pays the rent 
payable on account of the same.” According to the Bengal 
Tenancy Act of 1885 a person who becomes the settled 
raiyat of a village has a right of occupancy in every piece of 
land that he holds "for agricultural and horticultural 
purposes,” 

The rent of an occupancy holder can be raised either by 
registered contract or by suit* In the former case the rate 
of enhancement cannot exceed 2 as. in the rupee and the 
rent once enhanced cannot be enhanced again within 15 
years. In the latter case enhancement can be made under 
the following condition—(l) The rise in prices, (2) The 
prevailing rate being higher, (3) Eluvial action causing 
improvement. 

(5) The Patni Taluks 1 The word Patni means what 
is settled in perpetuity at a fixed rent. Such Taluks came 
into existence immediately after the Government abdicated 
its position as an exclusive proprietor of the soil by the 
introduction of permanent settlement in Bengal. The 
Zemindar according to the above settlement were under 
obligation to pay a fixed amount of revenue annually to the 
Government. They, therefore, in order to avoid the risk of 
non-payment began to lease out their Zemindary to tenure- 
holders in perpetuity at a fixed rate of rent. This practice 
of leasing out land led to the existence of the Patni tenures. 
Such tenures imply a hereditary and transferable interest 
in land subject to Beg. VIII of 1819 for arrears of rent. 

A Patoi taluk is not liable to be cancelled on account of 
non-payment of rent but it will, for such default, be brought 
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to sale by a public auction and the defaulting Patnidar will 
be entitled to any surplus proceeds beyond the arrears of 
rent due thereupon* 

(6) Lakh raj lands —L&khraj means revenue-free grants. 
These grants are of two kinds i *(1) Padshahi and ( 11 ) non- 
B&dsh&hL The former includes grants made by the 
Sovereigns for the maintenance of pious men or of religious 
and charitable institutions* These Badshahi grants again 
are of various kinds, viz > —(i) Jaigirs or grants continued 
so long as the grantee performed his duties while there were 
others which were life grants, GO Nazarat or grants for 
the support of Masjids, (iii) Aima and Madadmash which 
means grants for the support for the learned and religious 
Mahomedans, Civ) Altamga or royal free gift. The East 
India Company recognised the validity of all Badshahi 
grants made previous to the 12th August 1765 by the 
Regulation 37 of 1793, 

The non-Badshahi lakhraj includes grants that were 
made to the Zemindars and Officers of the Government 
appointed to supervise the collection of revenue. The 
Regulation 19 of 1793 provided that such grants made prior 
to the 12th August 1765 would be regarded as valid if the 
grantees had got possession and the land had not been sub¬ 
sequently charged with revenue, but with regard to giants 
made after the 12th August 1765 but before the 1st 
December 1790 the Regulation of 1793 was not ready to 
recognise their validity unless the grants had been made or 
notified by the Government, 

6. (a) Wakf lands mean and include those lands which 
have been permanently dedicated by a person professing the 
Mussulman faith for any religious, pious, or charitable 

purpose. 

(7) Abioab It is the plural form of + bab h which means 
head or an item* Abwab, therefore, means miscellaneous 
items of taxation. The Mogul rulers used to levy such 
additional taxes in a fixed proportion to the original jama 
or revenue whenever they required additional money to meet 
their expenses, Bet us have a brief summary of some of 
these abwabs ;-“Tho Cbauth Marhatt-a was tm abwab 
imposed upon the Zemindars in order that the emperor 
might be in a position to pay a tribute of one-fourth of the 
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jama to the Mariettas ; abwab ftadhahi was a tax imposed 
for the repairs of the roads, abwab Faujdari was a fee for 
the support of the Police Magistrates and the administration 
of criminal justice. These abwabs were imposed upon the 
Zemindars at the first instance but ultimately the incidence 
of this taxation was borne by the poor raiyats. 

(8) Jamab&ndi :™ 1 Jamabandi' means annual settlement 
which has to be made with the tenants under the raiyatwari 
system. Under such a system the tenants have right to 
relinquish certain parts of their holding while retaining the 
other parts. This necessitates a revision of the Pattas that 
the tenants hold and a determination of the amount of rent 
that is to be paid by the tenants. This process of annually 
revising the Pattas and determining the amount of revenue 
payable to the Government is technically known as 
JamabandL 

(9) Record of Rights :—We find such an expres¬ 
sion when we study the procedure that is adopted in 
settling the amount of revenue payable by each holding. 
The first stage of settlement consists in framing a survey- 
map of each separate holding or estate. At the same time 
a record of rights is prepared wherein is embodied an 
account of all rents paid and of the respective rights of land¬ 
lords and tenants over the fields, and of buildings, trees and 
wells that exist in the area included in the map. At least 
three copies of such records of rights are to be prepared. 
One of such copies is given to the proprietor, the second 
copy is kept in the District Court house and a third one is 
preserved in th© Tashil House of the Subdivision. The im¬ 
portance of such a record of rights lies in the fact that it 
makes the process of re-assessment easier and cheaper. 
Again, when any dispute arises with regard to the proprie¬ 
torship of a particular piece of land, the dispute can be 
easily settled with reference to this record of rights. 

(10) Tahtkdars :—Talukdars are persons who hold 
taluks. Now what is a Taluk ? The term is derived from 
an Arabic word ‘alak* which means dependence. Taluks are 
of two different kinds :—(i) Independent taluks and (ii) 
Dependent taluks. The former includes those which pay 
revenue direct to the Government and are analogous to the 
Zemindari estates. The independent existence of these 
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taluks %vas recognised when the Permanent Settlement was 
introduced into Bengal in 1793* The latter kind of taluks, 
viz., the dependent taluks do not pay revenue except 
through a Zemindar or other proprietor of the estate. These 
taluks therefore cannot be properly designated as estates 
in the true sense of the term* They are merely tenures. 

(11) Cadastral Survey :—Before the assessment of 
revenue has been made the Settlement Officer must have a 
map prepared wherein every holding or estate within its 
boundaries is incorporated. This map is the outcome of a 
general survey and contains not only each separate holding 
but also buildings* wells and trees that exist therein. 
After this map has been prepared a copy of it is sent to the 
proprietor of the estate and other copies are placed in the 
District Office as well as in the Subdivisional Office. This 
map renders great service to the community and is frequently 
referred to by the Civil Courts when boundary disputes crop 
up before them* A record o£ rights is also prepared showing 
the rights of various persons interested in the lands. 

(12) Utbandi tenures These are customary tenures ; 
the rent is paid every year with reference to the amount 
of land cultivated and the nature of the crops produced* 
This is a method of letting out land every year and the 
amount of land cultivated one year is not necessarily the 
same as that cultivated in tho following year* The Bengal 
Tenancy Act does not permit the acquisition of occupancy 
right in this tenure except by holding the land continuously 
for twelve years* 

(IS) Makarari tenure :—The term *makamri‘ is used 
with the term mourasi' and these two terms together carry 
the sense of a permanent hereditary tenure at a fixed rent* 
These tenures are heritable and in the absence of heirs 
GBaheafc to the crown* These tenures have certain peculiar 
characteristics which distinguish them from similar other 
tenures* They can bo subjeot to imposition of abwabs and 
other illegal cesses but the rate of interest chargeable on 
arrears of rent cannot exceed 12i per oont* 

Sea 20* The Process of Settlement* The principle 
of Settlement In Falyatwnrl areas, 

By Settlement wo mean the fixing of revenue by the 
Stftto* If we study tho ancient history of India wo will 
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find that the kings of India used to take away a share of the 
gross produce of the soil as a remuneration for the services 
that they rendered to the community. But the British 
rule in India enunciates a quite separate principle in 
justification of the revenue that it demands from the people* 
It starts with the idea of state-ownership of all soils of the 
country and demands as of right a certain amount of 
revenue partly for recognising private property in soil and 
partly for the exhaustion effected by use. 

The method of assessment is not uniform. The basic 
principle differs from province to province. In Madras and 
Burma the net-produce is taken as the basis of assessment 
while in the United Provinces, the Punjab and the Gentral 
Provinces the assessment proceeds on the basis of economic 
rent. In Bombay the rental value in recent times forms 
the basis of assessment. This latter principle based as 
it is upon imperfect and unreliable statistics often leads to 
over-assessment and must be adopted with caution. Even 
when great precaution has been taken in the matter of 
preparation of rental statistics their indications should be 
verified with particular reference to other factors which 
influence the value of land. The Taxation Enquiry 
Committee also recommend that the assessment should be 
based upon the annual value which according to them 
means gross produce less cost of production including the 
value of the labour actully expended by the farmar and his 
family, and the return for enterprise. As to the rate of 
assessment the committee recommended that the rate 
should not exceed 25 per cent of the annual value. Again, 
the present method is more scientific inasmuch as regular 
maps and records are prepared and preserved and 
reassessment of revenue can be easily and conveniently 
made. The temporary settlement remains in force for a 
period of time varying from 20 to 30 years and the 
revenue remains unaltered till the expiry of the term. 
On the expiration of the term of settlement the question of 
re-assessment comes in and the revenue can be enhanced on 
one or other of the following causes :■— (1) rise in prices of 
staple crops, (2) increased productivity of the soil due to 
the improvements effected by the State, (3) increase in area 
of land under cultivation. This enhaneemsnt, again should 
not be too sharp and should not in any case exceed 25 per 


DISTRIBUTION 


251 


cent as recommended by the Bombay Land Revenue Assess¬ 
ment committee. 

The controversy with regard to the period of settlement 
deserves attention. It is often argued that the period of 
settlement should be short enough to enable the state to 
revise the assessment and thus take away any nn-earned 
increment which the general progress might bring* As 
against this argument it may be pointed out that a short 
term leads to frequency of settlement, involves unnecessary 
expenses, kills enterprise and discourages investment of 
capital for improving the productivity land* 

In permanent settled districts the settlement has been 
made with the Zemindars and other actual proprietors of 
the soil and the revenue has been fixed for ever* In 
temporary settled areas the settlement may be made with 
the Zemindars and assessment which is based on the 
ascertained rent remains unaltered for the terms of settle¬ 
ment* In raiyatwari areas settlement is made with the 
raiyats individually for each separate holding and the 
revenue payable varies with the extension of cultivation. 


Sec. 21. Advantages and Disadvantages of P, S* as 
compared with those of Raiyatwari Settlement, 

We shall deal with the question from the standpoint of 
the State as well as the people with whom settlement has 
been made, 

fl) On the State :—The introduction of Permanent 
Settlement had made the payment of revenue more certain 
and regular* The Blast India Company had to suffer a 
great deal on account of the uncertainty and irregularity 
associated with the collection of revenue* The expenditure 
of the government could not be adequately adjusted to the 
income derived from various sources of revenue. Again, 
the increase in expenditure of the State aggravated the 
situation and impressed upon the Government the necessity 
of fixed sources of revenue* It has been said by Mr* s, a 
M'itra that the Company would have been reduced to the 
position of a bankrupt had not the land-revenue been fixed 
at the time. The introduction of Permanent Settlement 
waa therefore a matter of necessity* 
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(2) The State has also been benefited because it has 
not to bear the incidental expenses of settlement every time 
the terms of settlement expire* 

(3) The regular payment of revenue has been secured 
by the provisions made for the sale of the estate if the 
revenue remains unpaid after the last day' of payment. 

In the Eaiyafcwari settled areas the State cannot derive 
the advantages mentioned above ; the State has to incur 
heavy expenses in connection with the settlement of 
revenues and in spite of its utmost efforts the State is 
deprived of its legitimate share on account of the inherent 
tendency among people bo influence the officers by bribery 
and other unfair means and thus to have a lower rate of 
revenue fixed. 

The Baiyatwari Settlement, however, has one important 
advantage over Permanent Settlement* This is due to the 
fact that the settlement is for a temporary period and gives 
the State an opportunity for enhancing the revenue when¬ 
ever the circumstances are such as to permit enhancement. 
Thus the Baiyatwari settlement is productive of higher 
revenue to the State while the Permanent Settlement 
involves a sacrifice of future revenue by the State* 

(ii) On the people ;—The introduction of Permanent 
settlement originated from the economic motive. It was 
introduced not solely for the purpose of securing & fixed 
revenue to the State but it had for its object the extension of 
cultivation and the improvement in the method of produc¬ 
tion by the investment of sufficient quantity of labour and 
capital The Zemindars and other actual proprietors with 
whom permanent settlement has been made, have been given 
the free right of alienation by sale, gift or otherwise subject 
however to the payment of fixed amount of revenue annually* 
The State has abdicated its position as a proprietor of the 
soil and remains satisfied with an amount of revenue that 
remains fixed for all time to come, This fixity of the State 
demands makes it possible for the propietors to enjoy the 
fruits of their investment. 

Moreover, the Permanent Settlement has, by fixing 
revenue for ever, made the people free from vexation due to 
the constant settlement of revenue* The cultivation of land 
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is Dot neglected with a view to inducing the Settlement* 
officer to believe that the land is less productive and de- 
serves an assessment on that basis. 

The Permanent Settlement however did not make any 
distinct provision whereby the interest of the tenants 
could he adequately protected* The Government anticipa¬ 
ted the evil that might come out of the system and reserved 
to itself the right of making tenancy laws to regulate the 
relationship between landlords and tenants* Before such 
tenancy laws were passed the Zemindars availed themselves 
of the opportunity of oppressing their tenants in every 
possible manner. In the Ttaiyatwari systems the raiyats 
are directly under the State which is their immediate land¬ 
lord and hence there is little chance of oppression* But the 
Kaiyatwari system has been responsible for certain other 
evils. The raiyats can enjoy the fruits of their own labour 
and capital and the increase in productivity is often followed 
by an enhancement of revenue payable to the State. This 
usurpation on the part of the State has the effect of dis¬ 
couraging investment of labour and capital in land and the 
economic condition of the people has been anything but 
satisfactory. 

The raiyats under the raiyatwari system are not in a 
very happy condition ; though it is expected that they should 
be favourably dealt with when the State itself is their laod- 
lord yet they have been the victims of serious oppression* 
The assessment of revenue has been made to depend upon the 
arbitrary decisions of the Settlement-officer and there is no 
definite principle to govern the enhancement of revenue* 

Sec. 22. Rent is a British creation, 

The rent that is paid by the tenants to their landlords 
cannot strictly represent the economic rent inasmuch as it 
does not cover the whole surplus which issues from a 
differential advantage* This conception of rent cannot be 
found in the ancient text books of India although the germ 
of rent was not altogether absent in the village communities 
of the Hindus. The rent of Ancient India was mainly 
governed by custom and there was little or no element of 
competition therein. The true competitive rent came into 
existence only during the British period* The policy of the 
British Government lias boon from the very beginning 
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directed to the creation of rent-receivers. These rent* 
receivers have been authorised to enhance the rent payable 
to them with certain limitation. We cannot however say 
that the rent in India is influenced solely by competition 
and that there is no limit to the enhancement of rent. In 
fact the rent that prevails in Bengal today is the resultant 
of several contending forces such as custom, competition 
and legislation. The Government has intervened and res¬ 
tricted the free play of competition with a view to protecting 
the interest of the tenants. In this connection it will be 
interesting to note the observation of Bent-commissioners 
which runs as follows—"Rent can only be settled by 
custom, competition or by law ; and inasmuch as on account 
of the distrubing element of the State lawsi custom had not 
settled rent and inasmuch as the ruling power has a right 
to determine the rent payable by the raiyat to the Zemindar, 
the Government ought to determine what share of the 
produce would be fair for the former to recover from the 
latter.” 

Sec, 23, The Tenancy Legislation, 

To protect the poor and helpless peasants from the 
oppression of their landlords every Government has to 
mate certain laws. The Government of India has been 
forced to follow the same course and we find today a series 
of tenancy laws regulating the relationship between land¬ 
lords and tenants. In the present section we shall have a 
brief outline of the various tenancy law's that have been 
passed in India. 

In Bengal the Gevernment in exercise of the solemn 
right that it reserved to itself at the time of Permanent 
settlement passed for the first time the Bent Act of 1859 ; 
hut the Act failed to improve the condition of the tenant 
very much because it did not provide for any means where¬ 
by the tenants could enforce their right of occupancy as 
against their landlord : the necessity for the protection of 
the tenants by legislation remained as teen as ever and 
ultimately led to the enactment ef the Bengal Tenancy Act 
of 1885. This Act has divided the tenants into five 
principal groups, vis,—(1) Permanent Tenure holders, (2) 
Ryots at a fixed rate, (3) Occupancy ryots, (4) Non- 
occupancy ryots and (5) Under-ryots. The Act has laid 
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down the respective rules of ejectment and of enhancement 
of rent. The tenants can be ejected only under certain 
conditions and the landlord’s right of enhancing rent has 
been strictly restricted. The Act prescribes the manner in 
which occupancy right can be acquired by the tenants. 
Such tenants cannot be ejected for non-payment of rent 
but their holding can be sold out for arrears. The rent 
payable by such ryots can. be enhanced only in two ways 
(i) by contract and (ii) by suit. In the first case t-he en¬ 
hancement can be made only at an interval of 15 years and 
cannot exceed annas two in the rupee. The enhancement 
of rent by suit is possible only under certain specific condi¬ 
tions. The Act has forbidden the imposition of Abwabs 
and illegal cesses and fixed the rate of interest chargeable 
on arrears. The Bengal Tenancy Act of 1885 was amended 
by Act III of 1898 and Act I (Bengal of 1907}. 
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The former Amending Act made provision for the pre¬ 
paration of a record of rights so that a fair and equitable 
rent might be settled for alt classes of tenants and the 
latter Act was passed with a view to facilitating the collec¬ 
tion of rents by the Zemindars and at the same time to pre¬ 
venting enhancement of rent by collusive compromise* 

The Act of 1885 has been amended by the Act IV of 
1928 and by Act VI of 1938. 


The Amending Act of 1938 has brought about funda¬ 
mental changes in the position of tenants * 

(a) The occupancy raiy&ts have been given right of 
transfer without payment of any transfer-fee to 
the landlord. 

(h) The occupancy raiy&ts have been given right of 
pre-emption in case of a transfer made by co* 
sharer tenant. 

(c) Sub-division or splitting up of tenancies into 
smaller fractions has been made permissible. 

(d) Under-raiyati interest can be created for any 
length of time without payment of any 
transfer-fee. 

(e) The rate of interest has boon reduced to 6i per 
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cent, per annum and the realisation of Abwab 
has been penalised. 

(/) The right of surrender has been extended to the 
under-raiyats, 

((} ) The provisions for enhancement of rent have 
been suspended for a period of ten years, 

A keen sense of necessity had led to the enactment of 
similar tenancy laws in other provinces. We shall briefly 
discuss the provisions of some of those enactments* In 
Agra we And two Acts, viz., the Agra Provinces Rent Act 
of 1831 and the Agra Tenancy Act of 1901. The former 
Act extended in a measure the provisions of the Bengal 
Rent Act of 1859* It conferred on the tenants occupancy 
rights on certain conditions* The right could be acquired 
by twelve years' possession. The Act of 1901 modified the 
stringent rule for the acquisition of occupancy right by 
providing that a break for less than or lease for less than 
seven years could not prevent the accrual of such right. 

The Act of 1901 was modified by the Agra Tenancy Act 
of 1926. This Act added to the five classes of tenants two 
other classes and brought about considerable changes in the 
relation between landlord and tenant. The right of occu¬ 
pancy arises according to this Act when a tenant has held 
the same land continuously for a period of twelve years* 
The ex-proprietary tenants are superior to occupancy 
raiyats in this respect that their rent is 12 per cent, less 
than the rate prescribed for occupancy raiyats* Tenants 
who do not fall into any one of the following categories, viz. 
(l) permanent tenure-holder, (2) fixed-rate-raiyat, (3) ex¬ 
proprietary tenant, (4} occupancy tenant, but who were 
tenants at the commencement of the Act were classed as 
statutory raiy&t and were given a life-tenancy. 

In Madras w T e find the Madras Estate Land Act of 1908 
as amendedby by the Act of 1936. This Act now regulates 
the status of the cultivators* They have been given the 
right of occupancy and cannot be evicted so long as they 
pay rent regularly. The enhancement of rent is possible 
under this Act only on certain specific conditions* The 
Act has also provided for the preparation of record of 
rights so that the tenants may have their rights well- 
settled and well-defined. 
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in the Punjab the tenants' rights have been regulated 
by law. The occupancy raiyats who are as numerous as to 
absorb near about i of the whole tenant class have been 
protected from arbitrary ejectment and enhancement of rent* 
Again, the Punjab Land Alienation Act of 1900 has been 
passed with a view to restricting the passing away of lands 
from the hands of tenants to those of the money-lenders. 

In Bombay there are two important enactments, viz., 
(0 the Dekkban Agriculturist Belief Act of 1879 and (u) the 
Bombay Land Revenue Code Amendment Act of 1901. 
The former Act protected the tenant class from the oppres¬ 
sion of the money-lenders who had an inherent tendency 
of depriving the poor agriculturists of their humble holdings 
and provided for the settlement of claims* The latter Act 
gave birth to a new kind of tenure having the characteristic 
of non-transferability* 

In the Central Provinces the rights of the tenants have 
been protected by the Tenancy Act of 1883. The Act has 
provided for the fixity of rent during the continuance of the 
term of settlement and has taken away the right of eject¬ 
ment in cases where the tenants happen to have absolute 
right of occupancy* Enhancement of rent is also strictly 
restricted. 

The Saharanpur liules of 1855. 

These Rules were enunciated for the first time when 
the revenue of the Saharanpur district in N* W, P. was re¬ 
settled, The Government of the country used to demand 
on previous occasions as much as f of the not produce of 
the soil This led to misery and hardship of the tenant 
class. The grievances of the poor tenants were at length 
appreciated by the ruling authorities and they, out of 
compassion, reduced their demands to a maximum of one- 
half of the net assets* These rules indicate in a measure 
the seriousness with which the Government has taken up 
task of ameliorating the distress of the tenant class of 
Northern India, 

In Bihar the Tenancy legislation has given the settled 
raiyats an occupancy right which is heritable* The holding 
of such a raiyat has been made divisible by the Tenancy 
Act of 1938. In Orissa the tenants have been given right 
to free standing on their holding and have been exempted 
from the payment of landlord's transfer*fee* 

17 
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Questions and Answers 

Q, Write explanatory note$ on Abwab, Jama-bandi, Lakhrog and the Saharan- 
pur Rules- (0- U* 1309,) 

An&, Sec —Sees. 19 and 23- 

Q, 2. Describe brief! v the more important land revenue systems of British 
India, (C- U, 19Q3-) 

Ads, See — Sec- 5. 

Q. 3, Write a critical note on the nature of land revenue in India ; ’what do 
you know of the controversy regarding land revenue as being of the nature of a tax 
or rent ? (G. U* : 1909,) i . , 

Ails. See— See, 4. , 

Q. 4^ Write notes on Jaigir, the Saharanpur Rules and the Raiytwari village, 
(C, U.1910.) 

An8- See— Secs. 12, 23 and 13- J 

Q, 5, What do you know ol the following 

The Punjab Land Alienation Ant, The Bengal Tenancy Act, The Bent Act of 
1858 J (C, U- 1911 and 12.) • 1 ' , . 

Ana, See —Sec- 23, 

q, 6, State briefly the arguments for and Permanent Settlement. 

(0* U. 1913). ■ i 

Ana. See— Secs, 10 and 11* 


Q. 7. Define a Zemindar! and Kaiytwari Settlement Define also net asset. 
What are the values and essentials of the Cadastral Record , (C. U. lyidj. 

Ana, See —Secs. 5 and 19; ' 

Q. &. State the principal reasons which induced Lord Cornwallis to introduce 

the Farmanent Settlement into Bengal, Justify or controvert those reasons under 
t-ho present circumstances, (C* U, 1915.f 

Ana, See — Sees, 10> 8 and 11* i 

Q. 9. Discuss the Khas and Zamindary system of land settlement; Lord 
Cornwallis discarded the Kbas system in favour of the Zamindary system, while 
tho present-day administrators prefer the former to the latter. Give reasons which 
have led to its change o£ policy, (C. U, 1916 and 1918,) 

Aob. See —Sec, 11s 

Q, 10* What is meant by records-offights* Indicate the usefulness of thn 
maintenance of a record-of-right, (0, U- 1916.) , ■■ ■ 

Ans. Sec—Sec, 19. f , 

+ ■ ^ p 

Q.lt. Explain the necessity and importance of oaeh of the main grounds on 
which increase of land revenue at the time of re-settlement is generally permitted. 
Indicate the various steps in the process of land revenue settlement. (C. U. 191S.) 

An*. See —Sec* 20, 
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Q. 12. What hro the main featured of Permanent Settlement? (C+ U. 1917,) 

A ns. Sec— Seo. 7* 

Q. 13* Describe the general principle underlying the system of Patni tenures 
in Bengal; and examine their social and economic effects, (G. U. 1917.) 

Ans. See—Sec* 19. 

Q. 14. Carefully explain what is meant by a Revenue Settlement in Bengal. 
How is it carried out ? Under what condition can the rent of an occupancy holder 
in Bengal bo raised 7 {0* U, 1919.) 

Ans* See— Sec, 20. 


Q. IS. Explain as fully as you can the following terms : 

(i) Patwamdar, (ii) Talukdar. (in) Wakf lands, (iv) Abwab, (v) Utbandi tenures, 
(vi) Khas mahah (0. U* 1919,) 1 

Ans, See— Sec. 19. 

Q, 16, Compare the advantages and disadvantages of the Permanent Settlement 
with the Raiyatwari system of Land Revenue, (C, U, 1919.) 

Ans, Sec —Sec. 22. 

Q, 17, Characterize the principal types of land tenures in India and indicate 
the economic bearing. (C. U, 1920.) 

Ans. 5ec-~-Sccflj 5, 7, 9, 13 and 14. 

Q, 18, Give a short historical account of the Tenancy Legislation in Bengal. 
(C. U, 1920-22.) 

Ans. See— Sec. 23. 

Q. 19. Argue the case of the reversal of the Permanent Settlement of Land 
Revenue in Bengal. (0, U* 1924*) 


Ans. Sec—Sec. 18, 

Q, 20, Describe the main features of Tenancy Legislation in India. (0-U* 1925.) 


Ans, See— Soo. 23. 

O.ai* "Land Revenue is and has been tho mains toy of Indian finance," 
Dlsousa this statement and indicate tho method and principles by which Land 
Revenue is assessed in India* (C* U. 1G2G.) 


Ans, See— Sco. 20* 


Q 38 Ono of tlio objoots of tho Permanent Settlement, it was ergoed was to 
supply capital to the lend. Show how for it has served that purpose. Would you 

justify the oontlnuanoe of the pormauont settlement m the present economic and 

fiunnoial oondition of Bengal ? Give reasons for your answer. (0. 1. 1923.) 


Ant. See—Soo. 10 (4), Soo. 31 (ii) t and Soo. 18. 

Q. 38, state the salient features of tho Permanent and Temporary Settlement 
in India and df&ouna their merits and defects. (0- U, 1931,) 

An*. See —Soo. 8 also See*. U and 13, 
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Q 24 Is the Land Revenue in Indie a tax or & rent ? Give reasons for your 
answer. In the event of your holding that it is rent, can you justify the theory of 
State-landlordism iu India which it would necessarily imply ? (C, U. 1930.) 

Ana, See—See. 4* 

Q, 25, Discuss the arguments for and against the Permanent Settlement of 
Land Revenue in Bengal. [C* U. 1922, 1934.) 

Ans, See—Secs. 10 and 11* 

Q, 26. Describe the measures taken by the Government to protect the interest 
of tenants in Bengal, tC, U* 1933.) 

Ans. See —Sec* 23, 

Q. 27* Indicate the economic advantages and disadvantages of the Permanent 

Settlement of land revenue in Bengal, (C* U. 1936,19394 
Ana. See—Secs. 10 and 11* 

Q, 28. Describe the main systems of Land Settlement established in British 
India, (C. U* 1937.) 

Ans. Bee—Sec. 5* 

Q, 29. Indicate generally the principle on which Land Revenue assessment is 
made in ryotwari areas, (C, U* 193&, 1940,) 

Aub, Bee—Sec* 30* 



CHAPTER X 

DISTRIBUTION— (Continued) 

Interest 

Sec, 1* Interest in Rural parts and in the Town. 

In the rural parts of India interest is governed partly 
by custom and partly by demand and supply. In the rural 
districts there is an indigenous system of banking. The a customary 
village money-lenders serve as bankers* The rate of inter- rau to be 
est charged by them is very exorbitant. Even in slack *“ 

season they will not allow the rate of interest to fall below 
a certain point. This minimum level of interest may be 
described as a customary rate of interest* Again* in the 
rural areas we will find that the rate of interest rises during 
the rainy season* This shows the influence of demand and 
supply on the rate of interest. The rate charged for money 
lent again varies in different villages. There is no market^ 
rate of interest in the rural areas. 1 The securities may bo 
equally sound but still the rate of interest will not bo the 
same. This is due to the fact that borrowers are ignorant 
of the best money market and will generally borrow from 
the money-lenders of their own village and the supply of 
capital in a village may be less than what is adequate for 
meeting all the demands for capital. There is one more 
factor which influences the rate of interest- The villagois 
are quite helpless and their social customs sometimes 
compel them to borrow money during ceremonial occasions 
at any rate of interest which the unscrupulous money¬ 
lenders may happen to charge. Thus we find that in 
Indian villages the rate of interest is not determined solely 
by the condition of demand and supply of capital* 

In towns* however* we will find several banks carrying 
on lending business. The rate of interest will bo influenced 
by the nature and character of the security offered against 
the loan and at the same time by the supply of capital with 
reference to demand for the same* The rate ot interest 
will generally fluctuate from 6 to 13 per cent, ; it rises 
during the busy season which generally commences in 
September and continues till the end of March in the 
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following year. When the trade boom is over the demand 
for capital decreases and with it the rate of interest falls. 
This lower rate of interest generally prevails for about 4 
months from April to July, 

See, 2, The Rate of interest and the Agriculturists. 

We have already seen the general causes that are res- 
ponsible for the rise in the rate of interest in rural areas. 
We shall now discuss the reason why the agriculturists 
have to borrow money at an exorbitant rate of interest and 
how they are affected by such a high rate. The agricul¬ 
turists of India are not generally the proprietors of land 
they cultivate. They cultivate land as ryots under other 
persons who are their landlords. Under these circum¬ 
stances they have seldom any security to offer against the 
money that is borrowed by them either for subsistence of 
for meeting the expenses of cultivation. This absence of 
security together with the uncertain nature of the industry 
in which the borrowed capital is invested will, as a general 
rule, increase the risk of non-payment, and prompt the 
money-lenders to add to the pure rate of interest another 
sum for the insurance against risk involved in such lending 
transactions, Thus we see that the rate of interest paid 
by the agriculturists represents the reward not only for 
postponement of enjoyment hut also for the risk under* 

taken by the meney-lender, 

) * ■ L - ' ' ■ ; ■ -- 1 

The agriculturists of India have been seriously affected 
by the exorbitant rate of interest charged upon loans made 
to them. Even in seasons of plenty they are not in a- 
position to keep back sufficient quantities of food-crops to 
maintain themselves and their families till the next harvest 
season. The money-lenders will somehow or other realise 
their dues as soon as the crops have been gathered and the 
rent due to the landlords must be paid in due time. After 
all these payments have been made they have little or no 
crops to live upon during the year 

!- j 

The high rate of interest also influences the method of 
production. The cultivators cannot borrow sufficient 
amount of capital and the result is that they cannot carry 
On production in an efficient manner. The short stock of 
capital makes it impossible for them to sow better seeds and 
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to apply adequate quantities of manures ; sometimes we find 
that lands are not properly ploughed even. The Indian 
peasants cannot for these reasons get bettor crops. Theii 
condition becomes worse when unforeseen circumstances 
lead to a fall in the price of agricultural crops. 

Sometimes money is lent out to the poor agricultuiists 
for unproductive purposes. The agriculturists have to invito 
their neighbours and relations during marriage .ceremony 
and other festivities and they are forced to incur heavy 
debts on these occasions, These unproductive debts increase 
gradually and a time soon comes when they have to sell 
their few acres of ancestral land in order to repay their 

debts. 


There is another practice which the village moneys 
lenders often take recourse to. They take advantage of the 
helpless position of the poor agriculturists and enter into 
a contract whereby the agriculturists agree to sell their 
produce to the money-lenders at a price which is lower than 
the market price. In this way money borrowed by the 
agriculturists has to be repaid. 

The agriculturists can seldom clear up their debts in 
their life time and leave a legacy of debt for their sons. 
They are quite helpless find have no organisation to compel 
the capitalists to lend out money at an equitable rate Ihe 
heavy load of debt is too heavy for them to bear and the few 
acres of land they possess pass on to the money-lenders. 


The misery to which the agriculturists have been put 
has been the cause of much dissatisfaction and the attitude 
Of the agriculturists towards tho money-lending classes is 
not favourable. Thus there is want.pf that-spirit of co, 
operation and sympathy which goes a gre^t way in 
mg the economic, social and political condition of ft county. 

See ft. The effect of the Rate o* interest on the 
Handicrafts. 


The high rate of interest has its fullest effect on the con¬ 
dition of tho village artisans. In these days of large-scale 
production tho small-scale producers aro deoidediy at a a<$- 
advantage. The latter oannot afford to supply commodities 
at a price which is just equal to that charged by Hie large- 
scale' producers. The progress of science has, however. 
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i amoved in u measure this disadvantage by providing the 
small-scale producers with appliances suited to such produc¬ 
tion ; but in spite of this remedy the artisans of India are 
not in a position to reduce the cost of production. This is 
due to the fact that they have to pay a high rate of interest 
on capital that they borrow from the money-lenders. The 
rate of interest which they have to pay on capital borrowed 
by them enters into the cost of production and leads to an 
increase in the price of the commodities that they turn 
out. 

Sec, 4, The Rate of interest and the Governmenrs 
efforts. 

The Government of the country has appreciated the evils 
that follow from the high rate of interest charged by the 
village money lenders. It intended to prevent the realisa- 
tion of exorbitant rate of interest by legislation. According¬ 
ly the Usurious Loans Act was passed in 1918 conferring 
upon the courts a discretionary authority to reduce the rate 
of interest to an equitable amount* 1 . The Act as amended 
in 1926, however, failed to give an adequate remedy against 
the evil practices of the money lenders because it became 
very difficult to go behind a contract so as to decide upon a 
rate which would be equitable to both the parties. In 
Bengal Money-lender's Act* 1940 has been passed with a 
view to fixing the maximum rate of interest payable on 
secured and unsecured debts and making provision for the 
licensing of money-lenders and adjustment of, and liquidation 
of debts. Other provinces have also passed similar Acts. 
Agricultural Debtors' Act lias been passed in many provinces 
with a view to determining the whole burden of debt and 
providing for easy instalments for repayment of debt. 

These legislative measures which are primarily based on 
the English Money-Lenders' Act of 1900 have been criti¬ 
cised on the grounds that they interfere with private 
contracts* take away vested rights, impede the growth of 
business and commerce and give too much power to the 
judge. 

The Government of India has again taken a direct step 
to relieve the misery of the poor agriculturists by making 
arrangements for granting loans on easy terms by passing 
the Land Improvement Loans Act of 1863 and the 
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Agricultural Loans Act of 1881. But these measures have 
not been very much effective inasmuch as the conditions 
accompanying the grant of loans is very stringent. The 
agriculturists, again, are not willing to take advantage of 
this favour because they, on account of their illiteracy, Look 
upon the Government with suspicion. Another step that 
the Government has taken has been to inculcate the spirit 
of co-operation among people and thereby to enable them to 
solve their own problems by their own efforts. 


Sec 5* The Rate of interest and the Co-operative 
Credit Society* 

To liberate the poor Indians from the usurer's yoke Co¬ 
operative Credit Societies liavn been established in India, 

The villagers can now easily form co-operative credit 
societies and can accumulate a large amount of lands by 
selling shares, by attracting deposits and by borrowing. 

These societies borrow money on a joint responsibility and 
therefore at a lower rate of interest. They must utilise the Factors 
funds and this they do by making loans at a rate of interest 
which is slightly higher than the rate at which money is interest, 
borrowed by them but which is much lower than the rate 
charged by the village money-lenders. The rate charged 
by a society is generally influenced by two factors, viz .— 

0) stock of capital and (») the demand for loans. This is the 
reason why the rates of interest charged by different 
societies are not uniform. In India there is as yet no 
market-rate of interest ; with the diffusion of Co-operative 
banking and the establishment of an All-India organisation 
there is a great likelihood that such a market rate of interest 
will be established in the near future. 


Sec. Q, Want of Banking facilities and the Rate of 
interest* 


In India, unlike other civilised countries, the organisa¬ 
tion of banking is still in its infancy. In towns there are 
few banks financed by foreign capital and managed by 
foreign directors ; but these are quite insufficient for meet¬ 
ing the demand of capital. Again, in moffusil wo find that 
hanks are conspicuously absent* The result is that the 
people had no other alternative than to depend upon the 
money-lenders, and are forced by cirnumstancea to borrow 


Tho high nUo 
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at a very high rate of interest, although they have good 
security to offer against the loan* The rate of interest 
cannot fall unless there is adequate banking facility through¬ 
out the whole of India* 


Attempt should be made to develop the Banking System 
of India. In 1929 a Central Committee of Enquiry and 
ten local committees were set up to study the present 
system of banking in general, ■ and in particular to suggest 
schemes whereby the indigenous and joint-stock banking 
might be developed in accordance with the requirements of 
inthe^bank^' agriculture, commerce and industry* The central com- 
ins system. mittee was also advised to recommend methods of improv¬ 
ing technical instruction in such a way that a sufficient 
number of qualified Indians might be forthcoming to satisfy 
the country's need for a sound and well-managed banking 
system. * r ■ . |f; 

The creation of the Reserve Bank of India and the 
provision for the creation of an Agricultural Credit Depart¬ 
ment with the object of a concerted action, in the domain 
of agricultural credit are happy indications in the right 
direction and may in the long run reduce the rate of 
interest. 


Questions and Answers 

Q, 1. It is said in India that the rate of interest is not always determined by 
the condition of supply and demand of capital and that the Qc-operatn e Credit 
Societies are tending to the establishment of what is called a market rate of interest 

(C* U. 1918.) 


A ns* See “Secs. 1 and 5. , r . 

Q. 2* What influence docs the banking facilities exert on the rate of interest ? 
Show how far the Indian rate of interest has been influenced by them. - 1 


Ans* &££-y£ec T 6. 

Q, H. What stop has the Government taken for reducing the rate of interest 2 
Ana. Sec, 4* 

q 4. Describe the natari* of the rate of interest as prevalent in rural parts of 
India ; how dops itaSect the agriculturists ? 

Ana* See —Sec* 2, i 

Q, 5, * The expropriation of the peasantry by the money-tenders is a social and 

uolitic&I danger.’ Explain this and indicate the remedies that have been applied to 
meet this evil. , \ (0. % 1929.) 

Ans. Sec —Secs, % 4 & 5. . . r . . 


CHAPTER XI 


DISTRIBUTION— {Contd.) 

Wages 

Sec. 1. How Wages are determined. 

The rate of wages is governed hy the condition of 
demand for labour with reference to supply of it. If the 
existing supply of labour in a village is not sufficient to 
meet adequately the demand for it, there will be c °mpe 
tion among the employers, with the result that theie \ 
be a rise in the rate of wages. This is true in every country 
where there is little or no mobility of labour and is a pecu¬ 
liar feature of Indian wages ; one important point deserves 
notice in this connection. This is the influence of cus.om 
on wages. Although in these days of civilisation custom is 
yielding place to competition still the ignorant, immobile 
and unskilled labourers of India have not yet been able to 
shake off the influence of custom upon wages. They will 
be found to accept customary wages when the payment 
is made in terms of produce : but the state of things is dis¬ 
appearing fast and the influence of competition on wages 
cannot be ignovsd at the present time. 

See. 2. The Rates of wages of different classes of 
labourers* 

In India as in every other country there are different 

*Th? artisans, t«? The industrial 
labourers, (4) Thoso engaged in educated servico. 

Agriculture is often carried on with the aid of hired 
labourers. They are sometimes remunerated by money 
wages but often wo will find that their wages consist wholly 
of payment in kind or partly of money and partly of a 
share In the produce. . During the harvest season thorn is 
an inonmso in the tlonmud for this class of labourers and 
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the rate of wages rises to the maximum point. In other 
parts of the year there is little demand for their services 
and they will be found to sit idle- The rate of wages of 
this class of unskilled labourers has, as the statistics show, 
fallen to a certain extent* In Bengal the rate of wages 
varies from 6 annas to 4 annas daily* 

The services of the artisans are described as skilled 
labour. This class includes the carpenters, masons, black¬ 
smiths and such other labourers whose work shows some 
amount of skill and as such can be easily distinguished from 
the services of unskilled labourers* Before the monetary 
system of exchange came into existence their services were 
rewarded by the payment in kind but at the present time 
they get their remuneration in terms of money according to 
the piece-work system of paying wages* Next we come to 
the industrial labour* This class includes the labourers 
who are engaged in mills and mines as w'ell as those who 
earn their livelihood by producing textile fabrics and 
dresses* They are as numerous as to make up about 
16 per cent* of the whole population of India* The rate 
of wages varies according to the grades of labour and is 
influenced by the law of demand and supply* The wages 
of industrial labour have witnessed a phenomenal decline 
in recent years* The wages in Bombay mills as compared 
with those of July, 1926 were lower by 21 per cent* in 
April, 1934* The fourth class of labour with which we are 
concerned in this section is represented by those who are 
engaged in services which cannot be performed by literate 
persons* The condition of this class of labourers is becom¬ 
ing miserable day by day. The learned professions have 
been overcrowded to the utmost point and show little or 
no prospect to the new-comers* 

Sec* 3. Low Rate of wages in India* 

The rate of wages is intimately connected with efli- 
ciency. The employers engage labourers with a view to 
deriving certain profit out of the transaction. They will be 
found to make the best use of the existing stock of different 
grades of hired labourers by engaging each operative to 
perforin those operations for which he has sufficient skill. 
The remuneration will be adjusted according to the skill 
of the operatives. This fact, in a way, explains the different 
rates of wages payable to different grades of labour engaged 
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id the same industry anti at the same time accounts for the 
low rate of wages. The wages paid to the labourers are 
scarcely sufficient to procure the articles that go to improve 
their efficiency and the result is that the labourers cannot 
command higher wages. The lower rate of wages in certain 
areas is also due to want of mobility of labourers. The 
labourers are home-sick and will not he willing to move to 
other places where the demand for their services is very 
great. The labourers are also deprived of their legitimate 
shares by unscrupulous employers. The trade uniou move¬ 
ment is still in its infancy and cannot exact better wages 
from the employers* 

Sec- 4. The low-paid labour is not necessarily 
cheap. 

It is an uncontested fact that the rate of wages paid to 
the Indian labourers of a certain grade is less than the 
corresponding rate paid to the labourers of the same grade 
in other countries that have flourished m the sphere of 
industry ; from this fact the foreigners will be found to 
argue that the Indian industries have an advantage in this 
respect over similar industries of other countries. This 
method of reasoning is fallacious inasmuch as it is based 
on the presumption that labourers of India are as efficient 
as those of other countries ; but when we look into the 
actual state of things and compare the efficiency of Indian 
labourers with that of the labourers of other court tries it 
will be quite clear that the presumption cannot stand. The 
Indian labourers are so very inefficient that, when compared 
with the labourers of the same grade of other countries, 
they do not deserve the rate of wages at which they are at 
present remunerated* Even if wo assume that the efficiency 
of the Indian labourer as compared with that of the 
labourers of other countries is proportionate to the amount 
of wages paid to them still they cannot be employed with 
profit because the businessman will require more appli¬ 
ances than what will be required by a similar business¬ 
man in a different country whore the labourers are more 
efficient* 

See. 5* The mobility of labour; how it influences 
Wages. 

Indian labourers are generally immobile* They are so 
fond of their domestic life that they will be willing to load 
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miserable lives in their humble cottages rather than accept 
very lucrative jobs in a distant place. This want of mobility 
has been one of the causes of unemployment and of differ- 
rence in the rates of wages in different provinces, Even the 
rate of wages of one grade of labour as prevalent in one 
village will be found to differ from the corresponding rate 
in another village which is adjacent to the former village. 
The pecuniary conditions of the labourers will be greatly 
improved if they are less home sick and more enterprising. 
They should not hesitate, in the least, to leave their homes 
if by doing so they can get higher wages and live in 
comfort. Again, the development of the means of com¬ 
munication has made it possible for the labourers to sell 
their services at distant places where thedematid for labour 
is sufficiently great to fetch higher wages. It is a happy 
news for India that her labourers are becoming more mobile 
than what they had been in earlier times. We will find an 
influx of labour from Orissa to Bengal during the harvest 
season when the demand for agricultural labour reaches the r 
maximum point. 

Sec, 6. Rates of wages in different Provinces* 

On account of the want of mobility among labours, 
there prevail different rates of wages Indifferent provinces. 
In Bengal the average rates of wages of unskilled, labourers 
do not at present exceed 5 as. a day. The wages of skilled 
labourers are higher than that of the unskilled labourers. 
In Bombay the average rate of wages of unskilled labour 
varies from 11 to 13 as, and that of skilled labour may 
sometimes amount to about Rs. 2-8 a day. In the Punjab 
the rate of wages for unskilled labour has been about 12 as, 
a day while that of skilled labour varies from Rs, 2 to 
Bs, 2-8 a day, , 

Sec* 7* The rise in wages between 1917 and 1920; 
its causes* 

If the rate of wages between 1917 aud 1920 is compared 
with that of 1911 it %vill be found that there was an ap¬ 
preciable rise in the nominal wages of the labourers. It 
is interesting to note the causes that were responsible for 
this rise. The most important of the causes was the rise 
of prices. The cost of living index during the period 
showed that prices had been steadily rising after the end 


DISTRIBUTION 




of the war till it reached the zenith in October 1920. The 
wages had to be raised in response to high prices. The 
cotton mill-owners had taken to the device of giving in¬ 
creases in the form of percentage additions to war or dear- 
ness allowances over the basic rate of 1914. The employers 
also were in a position to raise the wages because of the 
high prices which their commodities fetched. The per¬ 
manent profit which businessmen in general and mill- 
owners in particular, earned during these years enabled 
them to pay bonuses in addition to wages. 

The next important cause of the rise in wages was the 
rise in efficiency of the industrial labourers. The intro¬ 
duction of up-to-date method of production had gone a great 
way in improving the efficiencies of the workers and for 
that reason they could demand higher wages. 

The scarcity in the supply of labour, was another cause 
of the rise in wages ; the supply of labour could not keep 
pace with the increasing damand. There was competition 
between employers and this led to rise in wages. 

i t i , i . ; ' 1 

Sec. 8. The Relation between prices and wages. 

f „ ‘ . . ■ . ■ e 1 

■ a r I ’ ■ r 

There is 1 some sort of connection between wages and 
prices ; whenever there is a rise in the price of articles 
the labourers will make agitation for an increase in the 
rate of wages i but such an agitation will not necessarily 
be followed by higher wages unless the former wages were 
less than what the labourers might legitimately demand 
according to the doctrine of marginal productivity. In 
fact the employers will not raise wages so as to reduce their 
normal profit. Again, the rise in the price of articles 
produced by the hired labourers will permit ft rise in the 
rato of wages* It is important to note in this connection 
the effect of abnormal rise in the price of food-stuffs upon 
the wages, Ip times of scarcity a large amount of capital 
is spent for procuring food and this reduces the fund avail- 
able for the employment of labourers, Thus there is un¬ 
employment and in consequence there is competition 
among labourers to get themselves employed at lower 
wages* -f*w ui 
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Wages 100 

Wages 100 
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It is to be borne in mind there is no causal connection 
between prices and wages. The increase in prices does not 
lead to the proportionate rise in wages. Wages often lag 
behind. The converse is also true ; the wage-earners will 
not be willing to accept lower wages because price has 
fallen. Sir Purushottam Dass Tuakurdass points out that 
the famous strike of textile workmen of Bombay which took 
place in 1925 illustrates their unwillingness to reduce their 
wages in response to the fall in prices. 

Sec. 9. The recent Fall in wages : its causes. 

We have already seen how the wages of labourers rose 
in consequence of rise in price level during 1917-1920. But 
this happy state of things did not continue for ever and a 
period of depression set in towards the end of the year 1922. 
The year that followed witnessed a severe decline in 
the price level and the Index numbers stood at 156 as 
compared with 183 which represented the annual average 
of the monthly Index numbers in 1920. The cotton mills 
were seriously affected by this phenomenal fall. The 
employers were hard hit and organised efforts were made 
by the miU-ownerg for reducing the wages of labourers. 
Such a move did not find favour with the workers and 
the qum-quennium of 1921-26 witnessed the out-break of 
no less than 1,154 strikes in India involving nearly two 
million workmen and causing a total loss of thirty seven 
and a quarter million working days. The method of 
rationalisation whereby cotton mill-workers would be 
asked to lonk after a greater number of spindles and more 
looms made the situation worse and added to the number 
of strikes. This weapon was roughly successful in prevent¬ 
ing a serious cut in the wages. 
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The sharp downward trend of prices which set in about 
the middle of the year 1930 continued till 1933 1 when the 
cost of living index for the working class reached the pre¬ 
war par. The wages in most industries, on the other hand, 
had continued almost at the same high levels of 1929-30* 

The commencement of the year 1932 saw the beginning of 
a new wave of depression in industry* The production had 
to be curtailed and many mills had to close their doors* 

Many workers were thrown out of employment and were 
compelled to accept lower rates of wages* In this way the 
rates of wages were ultimately made to respond to the level 
of prices* 

Sec* 10. The Trade-unions : their weapons* 

By trade union we mean a union of labourers belonging 
to a particular trade ; such a union generally comes into 
existence when the grievances of the labourers reach their The doiect . 
zenith ; but sometimes they may be occasioned by less organi- 
important causes. In India the organisation is still in an sation of 
inchoate state ; it will take a long time to attain such the Trade- 
amount of solidarity as baa been reached by similar unions 
of other countries* Most of the unions have no permanent 
existence but are mere strike organisations continuing as 
such till the cessation of strike* The illiteracy of the 
labourers makes it impossible for them to comprehend fully 
the utility of such organisation and the failure of strikes 
has the effect of disheartening them* Again, the humble 
income of the Indian labourers does not permit the regular 
payment of contribution for the upkeep of such organisa¬ 
tions. The migratory character of the industrial population 
and their heterogeneity have slackened the growth of Trade- 
Union movement in India* The want of unanimity among 
the labour leaders, the existence of all powerful jobbers, causes of 
tlie organised opposition to trade unionism by employers, the slow 
the victimisation of workmen who take tho lead in trade growth of 
union activity and above all the amendment in the Penal 
Code which made trade union illegal bodies in tho eye o£ 

] aw — a ll these factors combined to check the progress of 
Trade-Unionism in India. The movement, however, owes 
its present strength to the efforts of Mr. N* M* Joshi, the 
Labour Member who duly impressed upon the Government 
the necessity of giving a legal status to the Trade-Unions, 

In 1925 a draft-bill was introduced into the Legislative 
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Assembly with a view to giving idgal recognition to the 
trade-unions. That bill was passed into an Act in regular 
course. The legal recognition thus secured surely stimulates 
the activity of the trade-unions. 
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This Act which is known as the Tr^de-Union Act of 
1926 offers to alt bonafide Trade-Unions an opportunity of 
registration. The registered unions are under obligation 
to frame rules in certain matters^ to have their accounts 
audited, to provide for a minimum proportion of workers 
on the executive and to confine expenditure on certain 
specified objects* These unions enjoy cartain privileges 
which may be briefly described thus 1 The members and 
officers of the unions obtain protection from liability for 
breaches of contract in respect of Acts done in furtherance 
of trade disputes and the officers are in some respects 
immune from prosecution for criminal conspiracy. This 
Act has fostered the growth of trade-unions and the number 
of registered unions was 420 in 1937-38 with a total 
membership of 390,112* The Ahmedebad Textile Labour 
Union is the model union of the kind* The trade unions 
are found to organise strike which is their principal weapon. 
They have no control over consumers and cannot for that 
reason take recourse to boycott which is another weapon 
frequently used by trade unions in other countries. The 
trade union movement has been strengthened by the 
presence of central trade union organisation known as the 
All-India Trade-Union Congress which has been holding its 
annual session since 1920. This Congress bad the privilege 
of sending its representatives to the Labour Conferences as 
Geneva and its primary object is to co-ordinate the activities 
of industrial Labour unions. As soon as the communists 
succeeded in capturing the Congress they launched upon a 
revolutionary programme. The Moderate Trade Unionists 
who could not support the programme, seceded from the 
Congress and formed a new organisation known as the 
Indian Trades Union Federation under the leadership of 
Mr N M. Joshi. The Government accepted the latter 
body as the body competent to recommend delegates to 
the International Labour Conference. In 193o t» 
sections of the Trade-Union Congress composed then- 
differences and it was agreed that a joint committee of the 
two organisations was to be formed with a view to esplor- 
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ing the possibilities of combined action with the help of 
affiliated anions of both. 

On the 17th April, 1938 it was decided at the point 
session held at Nagpur to combine the two bodies into one 
central organisation and that the basis of representation 
on the Joint General Council of the combined trade-union 
Congress be fifty-fifty. In the eighteenth session of the All- 
India Trade Union Congress held in 1940 the General 
Council passed resolutions demanding immediate repeal of 
the two ordinances one regarding conscription of labour and 
another amending the Payment of Wages Act and call ingup- 
on the constituent onions to carry on persistent compaigns 
for securing adequate dearness allowance. 

Sec* 10(a). Strikes and their characteristics* 

The workmen take recourse to this weapon in their 
struggle with the employers. The employers always try 
to get the highest profit and for this reason they are not 
willing to give the labourers wages which they deserve. 
The employers, however, cannot carry on production unless 
the labourers agree to sell their services. If the labourers 
all on a sudden suspend their work, the whole machinery 
will stop and the capital that has been invested will remain 
idle. This is the reason why the employers are sometimes 
found to come to speedy settlement of industrial disputes. 
The labourers again are at a disadvantage because they 
have little or no fund to maintain themselves and their 
families during the time when they sit idle j but in India 
industrial labourers do not simply depend upon their wages 
and they can easily return to their village in order to 
resume their old occupation, This fact explains the extra* 
ordinary duration of many of the strikes of recent years. 

In order that the labourers may succeed in their struggle 
with the employers there must be an organisation among 
labourers, The labourers must be aware of the utility of 
suoh organisation and must be guided by its tuIos and 
regulations. In India Trade-Unions play important parts 
in organising strikes i but those Trade-Unions are com¬ 
paratively weak in India because there is, generally sj>oak* 
Ingi no static urban proletariat upon which these organi¬ 
sations can he based and consequently the leaders of the 
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Trade-XJnions have comparatively little hold over the un 
educated and impermanent union members. 


Strikes in India as in other countries are mostly due 
to economic causes. In Tecent times they were taken 
recourse to by the labourers when the employers attempted 
to reduce their wages which rose very high during the war 
time. The prices of commodities fell but the labourers 
were not willing to accept lower wages, hence most of the 
strikes came into existence. The strike in the Hastings Jute 
Mill at Hooghly was occasioned by a 10 per cent cut in 
wages due to the depression of the industry. Sometimes 
strikes have been taken recourse to in order to protest again 
st the decision of mill-owners regarding the increase of 
working hours of men from 55 to 60 hours & week* Again, 
strikes have been held in order to compel the employers to 
make adequate arrangements for housing and provident 
funds. These organisations have not been based upon sound 
principle. The employers have in certain cases been affected 
seriously on account of the extravagant demand of the 
labourers, again, the labourers are sometimes found to 
suspend works for trifling causes. The dismissal of some 
fellow-workers gave rise to strikes in Tin-plate works at 

Galmuri in 1929* 


It is important to note that the labour organisations 
have always followed the policy of non-violence m them 
efforts to arrive at settlement of industrial disputes, 
number of major strikes that occurred during 1939 and 
the number of men involved was 409,186. 


The weapon 
should be 
used with 
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Sec. 10(b). Evils of Strike : The Trade Disputes Act. 


Strike is a weapon which the labourers should use with 
aution. The labourers or their leaders should bear in 
lind that employers hire labourers with the object of earn- 
1 S profit. So when the prices of commodities have fallen 
h/cost of production which includes wages must to 
educed in order that the businessmen may get their legiti¬ 
mate income. In such cases if the labourers protest agains 
he reduction in the rate of wages the capital will cease to 
ie invested in the business and demand for their services 
rill fall greatly. Although the businessmen will suffer 
oss but the labourers will be the worst sufferers. Again, 
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frequent strikes toll upon the development of industry and 
bring about chaos in industrial organisation, The public 
suffer greatly when the strikes continue for a long period 
of time and relate to public utility services, The foreigners 
come forward and supply articles to meet the demand of 
the consumers with the object of jeopardising the interest 
of Indian industries. The evil consequences of strikes 
were appreciated by the Government and accordingly the 
Trade Disputes Act, was passed in 1929. The object of 
this Act was the provision of a machinery for preventing 
and settling industrial troubles in the shape of Courts of 
Enquiry and Boards of Conciliation, The Court of Enquiry 
is concerned with the investigation and report on disputes 
while the Board of Conciliation concentrates its energy in 
settling disputes. The Provincial Governments, the 
Governor-General in Council and the Railway Companies 
are authorised by the Act to appoint such Courts of Enquiry 
and Boards of Conciliation. The Act defines public 
utility, services and prescribes special penalties for illegal 
strikes and lock-outs affecting those services and insists 
upon a notice to be given by employers and employees before 
they take to their drastic weapons of going on a strike. 

The life of the Trade Disputes Act, 1929 was limited 
to five years but as a result of the recommendation of the 
Royal Commission on Indian labour in the matter an 
amending Act was passed in 1934 with a view to placing it 
permanently in the Statute Book* A labour officer was also 
appointed in 1934 to protect the interest of labourers* 

The weakest point in the Act is that it does not give any 
assurance that the grievances of the labourers will be 
redressed %vhile it curtails the power of the worker to 
compel the employees to accept their terms* Again* the 
constitution of ad hoc tribunals instead of permanent courts 
cannot ensure promptness in the settling up of disputes. 

Sec* 10(c), India : a member of the international 
Labour Organisation, 

India is a vast country and has to find employment 
for the large population it contains. The people of India 
are mainly engaged in agriculture. The industrial labourers 
including those engaged in organised and unorganised indus¬ 
tries &T6 about 5j per cent* of the total population* This 
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mi metical strength of Indian labourers secured for them a 
place in the International Labour Organisation. As a 
member of the League of Nations and of the International 
Labour Organisation India has had to take into consider** 
ation the various Draft Conventions and Recommendations 
adopted by the International Labour Conference. In fact 
the various factory legislations that have been passed in 
India have been greatly influenced by these conventions and 
recommendations. Since the holding of the first session in 
1919, 2d further sessions have baen held till the end of the 
year 1937 and a total of 62 conventions have been adopted. 


Sec. 11* The Factory Acts : its effect upon wages. 

In a previous chapter we have already given a brief 
account of the Factory Acts that have been passed by the 
Government of India with a view to ameliorating the 
miseries of the Indian labourers, Since the advent of Pro¬ 
vincial autonomy the various provincial Governments have 
passed legislation for the improvement of conditions of 
labour in factories. In Bengal Shops and Establishments Act 
was passed in the year 1940. A similar Aet was passed in 
Bombay in 1939. These various legislations have been direc¬ 
ted mainly to the reduction of the hours of labour and to the 
improvement of housing and sanitation. It is interest¬ 
ing to observe what bearing these Factory Acts have upon 
the wages of labour. True it is that they do not regulate the 
amount of wages that should be paid to the labourers by 
their employers ; but their indirect effect upon wages cannot 
be ignored. It is admitted on all hands that if the a- 
bourers are forced to work for many hours a day they will 
become exhausted in the course of their work and cannot be 
expected to take interest therein. The result will be that 
their task will not be satisfactorily done, If on the other 
hand the hours of labour are reduced in accordance with the 
recommendation of the Industrial Commission they will 
take much interest in performing their part of the 
and will try to improve the nature of production. Such 
reduction of hours of labour will, therefore, have the effect 
of promoting the efficiency of the workers and will thereby 
bring about a rise in wages. Again, the improvement of the 
condition of housing and sanitation and the provision foi 
maternity benefits as embodied in the enactments ma Y 
the Governments of Bengal and the bnited Provinces will 
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have no less influence upon the health and strength of the 
operative and the wages will ultimately rise on account of 
the increase in efficiency. 

Questions and Answers 

Q„ 1, Describe the principal causes that have affected wages iu Bengal. 
Enumerate the probable causes of the recent rise in wages. (G. U. 1913.} 

Ana, See—Secs. 3 and 7. 

Q. 2, Describe the chief characteristics of Indian labour. Examine the 
contention that the low-paid labour is not necessarily cheap. (C. U, 1C25,) 

Ans. See—Sec. 4, 

Q. 3. Describe the present position of the Trade-Unions in India- What 
will be the effect of recent legislation on the progress of the movement ? {G. U- 
1926)- 

Ana. See —Sec* 10- 

Q. 4. Account for the lower rate of wages of Indian labourers. 

Aub, See— See- 3. 

ft. 5- Is there any relation between prices and wages ? Discuss the question 
with reference to Indian condition- 

Ana, See —Sec. 8- 

Q, 6 h What ifl the effect of Factory Legislation upon wages ? 

Ana. See —Sec. li¬ 
ft, 7, How can the rate of wages of ludian labourers be raised ? 

Ana, See—Qeo+ 3* 

Q. 8, Discuss the character*sties of Indian strikes ; what arc the economic 
consequence of such strikes ? 

Ana* See— Sec. 10(a), 
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DISTRIBUTION— (contd.) 

Profit 

Sec. 1., The Rate of profit. 

It is very difficult to state accurately the rate of profit 
derived by a businessman in an Indian industry. The rate 
of profit depends mainly upon the ability of a particular 
businessman. It is incorrect to say that every businessman 
engaged in the same business derives the same amount of 
profit. Still we will try to determine the average rate of 
profit in a particular business. In agriculture the rate of 
profit is lower than that derived from manufacturing 
business. This is so because the former has to depend 
greatly upon nature and the efforts of men, however careful, 
cannot override the influence of nature. The profit derived 
from agriculture is uncertain to a very great extent. In 
spite of this uncertain and fluctuating character of agri¬ 
cultural profit we can say that the average rate of profit 
varies from Rs. 10 to Rs. 15 per acre. The manufacturing 
industries have not to depend upon nature but the rate of 
profit depends in a great measure upon the organising 
faculties of the businessman. If the business is under the 
management of an able organiser it will yield a fabulous 
amount of profit. Some of the highly organised industries 
have been found to yield profit varying from 50 to 80 per 
cent, but ordinarily, manufacturing business will yield a 
rate of profit which will range from 8 to 16 per cent. 

Sec. 2. Why the Rate of profit is so low ? 

In comparison with the rate of profits deiived bj 
businessmen of other countries the rate of profit is very 
low in India, tt is interesting to study the reasons 
behind such low rate of profit. First, the businessmen 
of India- are less enterprising and in consequence, cannot 
take risk as boldly as the businessmen of the western 
countries can do. There are in India few men who 
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may aspire to the position of a leader of industry* 
Secondly, the businessmen of India have not sufficient 
fund to invest in their business. They cannot for that 
reason carry on production with the help of up-to-date 
machinery. Thirdly, production cannot be carried on 
on a large scale and as a result of this the manu¬ 
facturers cannot derive in full all the economies that follow 
from large-scale production. 

Fourthly* the Indian market has been thrown open to 
the foreigners who have already established flourishing 
industries and are in a position to produce articles with a 
lower cost of production. The Indian industrialists are faced 
with this foreign competition and are compelled to reduce 
the price to a level which will leave a very insignificant 
amount as surplus over cost of production, If foreigners are 
ever placed under such circumstances their government will 
come forward and protect them from foreign competition by 
the imposition of heavy protective duties upon the imports 
of such rival commodities. In India, however, in spite of 
the efforts of the government to protect the infant industries 
such a state of things does not exist. 

Sec# 3* The Domestic Competition ; how it affects 
profit 

We have seen in the preceding section how foreign 
competition has reduced the rate of profit ; we shall now 
discuss how domestic competition affects the rate of profit. 
To a superficial reader of Indian Economics it may appear 
that it is useless to distinguish one kind of competition from 
the other kind of it when both seem to play the same part 
so far as the rate of profit is concerned, but if we study 
the problem with a bit of scrutiny we will at once come to 
the real point of difference, A foreign competition may 
ultimately lead to the destruction of the infant industry 
and make the country dependent upon another for the 
supply of the article while domestic competition will have 
the effect of reducing the rate of profit merely. It should 
be noticed in this connection that every industry is not 
subject to competition in an equal degree. The competition 
is generally very keen in industries that require business 
faculties of an ordinary character ; but in business which 
is attended with much risk and which can be profitably 
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conducted by a businessman of exceptional merit, there is 
little or no competition. Such businesses are under the 
control of few persons and in consequence tbe rate of profit 
is much higher than the ordinary rate. 

Sec. 4, The Profit of Middlemen* 

In Economic science production’ means creation of 
utility : the term 'producer', therefore, is wide enough 
to include persons who will not ordinarily be regarded 
as such. The middlemen with whose profit we are 
concerned in this section can be regarded as producers 
because they render some useful services to the 
community. These middlemen comprise money-lenders, 
traders, exporters and several other persons. These 
persons will sometimes be found to take advantage of 
the ignorance and helplessness of the real producers 
and will derive enormous profit at the expense of those 
producers, Let us first turn to the money-lenders of 
the rural areas* They will be found to lend money to 
the agriculturists often on condition of the payment of 
certain amount of crops when the harvests have been 
reaped. They sell out the amount of crops so obtained 
and their profit is measured by the sale-proceeds. 
Again, we will find traders who are producers in the sense 
that they facilitate tbe transfer of commodities from 
the real producer to the actual consumers. Their 
profit includes a remuneration for organisation and the 
element of risk is greater in such trading business than 
in money-lending business- They are legitimately 
entitled to the amount of profit that they earn while 
the profits of money-lenders are partly due to the 
extortion practised upon the helpless producers. Again, 
we will find a separate class of middlemen who are 
known as brokers. These persons work as intermediaries 
between buyers and sellers and are generally remunera¬ 
ted by commission. In India the number of middlemen is 
increasing day by day. There are several causes which have 
been responsible for such growth. 

First, when there is a tendency 'towards rising 
prices it becomes possible for the middlemen to derive 
huge profits ; again, there is little chance of loss if the 
circumstances show that the prices of articles of a 
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particular trade will go on rising steadily. Secondly, W] tho 
the small*scale production is being replaced by a large- G f 

scale production with the result that it is practically middlemen 
impossible for the producer to dispose of the whole increasing* 
output without the help of intermediaries. Thirdly, the 
producers are sometimes ignorant of the nature of demand 
for the articles in a foreign country. 

Questions and Answers 

Q.l» Why is the rate of profit so low? Compare the rate of profit of the 
Indian businessman with that of a businessman in a foreign country* 

Sec—sec* 2 . 

Discuss the effect of both domestic and foreign competition upon 
See —Sec* 3. 

Compare the rate of profit in agriculture with that in manufacture. 

See —Sec* 1* 

State the nature of profit derived by middlemen. 

See —Sec. 4, 


An&* 

Q. 2. 

profit. 

Ana. 

Q* 3* 
Ans* 

Q*4. 

Axis* 
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FOREIGN TRADE AND FISCAL POLICY 
Sec, 1. Early History* 

We find at the present time that India has developed 
her commercial connection with almost all the civilized 
countries of the world ; but when we study the history of 
this development wo will come to learn that this develop^ 
inenfc has not been attained in the course of a single century* 
India had to struggle hard for centuries together before she 
could reach the stage at which we find her today. At first 
India used to trade by land with China, Arabia and Persia 
and it is believed that there was tradal relation with Europe 
through Arabia. 

India's trade by sea commenced as early as the 6th or 
7th century B* C* but the sea-route was not very extensive 
and it did not offer much facility for international commerce. 
In the Muhammedan period India ceased to carry on her 
trade with Europe and the sea-route was completely 
discarded. The sea-trade thus remained in abeyance till 
it was revived by the discovery of sea-route by Yasco-De- 
Gama. This discovery of sea-route to India contributed 
much to the re-establishment of tradal connection with 
Europe. At the beginning there was an open competition 
between the Portuguese, the Dutch, the French and the 
English companies but later on the English East India 
Company succeeded in securing a practical monopoly of 
trading with the East* In this way enterprising foreigners 
began to develop their commercial relation with India which 
had been a fabulous name to them ; but they were 
confronted with difficulties of various character* Their 
trade was hampered by natural obstacles and by the wars 
that broke out at intervals on account of the untiring 
attempts made by rival nations to subdue one 
another. The sea-route was not in such a developed con* 
d it ion as to facilitate communications between different 
countries* The trade again was restricted to articles that 
could be found near the coast. The articles that were 
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produced in the interior could not be available on account 
o £ the absence of internal com muni oat ion. 

When the East India Company established their trade 
marts in India, India's chief exports consisted of manu¬ 
factured silk and cotton goods, raw silk and specialties 
(such as saltpetre, indigo, opium and pepper) in return for 
which she imported specie, woollens, metals, (copper, tin, 
lead, iron, and steel) and naval and military stores* In 
course of time Great Britain imposed protective duties on 
the manufactured goods imported from India and for that 
reason India was forced to take up the position of a planta¬ 
tion supplying England with raw materials which were 
required by her manufacturing industries. The monopoly 
of the English East India Company w T as taken away in 1813 
but they continued in their monopolistic position for a 
period of time by regulating the Tariff policy and by 
assuming control over Railways, shipping and banking but 
gradually other foreign countries, e.g* t Germany, Japan and 
U. S* A. developed their industries and came to compete 
with England in the supply of manufactured articles which 
India happened to require* 

See. 2. Development: how far growth of foreign 
trade enhances economic prosperity. 

The foreign trade of India was facilitated very much 
by the excavation of the Suez Canal* The Suez Canal 
plays an important part inasmuch as it has annihilated 
distances and facilitated the speedy transport of articles of 
merchandise from India to England* The application of 
steam power has also rendered much assistance in this 
connection. Again, the introduction of railways has im¬ 
proved internal communication and has thereby caused an 
extension of the foreign trade* Besides these two factors, 
there are several others which have contributed to the 
development of India's commercial relation with foreign 
countries* Whenever we study the foreign trade of a 
country we will at once realize the importance of fiscal 
policy in the development of the trade* A country which 
is conscious of its own interest will often try to restrict the 
importation of ohief foreign goods so that its domestic in¬ 
dustries may not die out untimely* This has been the state 
of things in U* S. A* and Germany* In India the tariff 
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A FIRST COURSE OF INDIAN ECONOMICS 

As regards the supply for her own wants India has 
immense possibilities before her and will not have to mourn 
the loss if the foreign countries choose to withhold their 
articles from Indian market* India is self-sufficing as re¬ 
gards foodstuffs, textile raw materials and a large deposit 
of coal and highgrade iron-ore. India has already attained 
success in the manufacture of cotton goods and may attain 
similar success in other spheres* The chief difficulties that 
stand in the way are the increasing dependence of India on 
foreign supply of machinery, plant, tools, iron and steel 
goods and chemicals and the highly localised character of 
power resources necessitating importation o! cheap coal and 
oil from foreign countries* 

Sec. 4* Balance of Trade. 

By balance of trade we mean the difference between 
the value of export and that of import* When India has an 
excess of export over import the balance of trade is in her 
favour and she becomes a creditor country to that extent ; 
but if tbe value of import exceeds that of export the 
balance of trade is against her and India in that case is said 
to have an unfavourable balance of trade. 

We should bear in mind this one important fact that a 
country’s balance of trade is not wholly represented by the 
difference in the value of her exports and imports of mer¬ 
chandise, The export of merchandise constitutes her 
visible exports merely* There are other items which go to 
extend the credit of a country* These are technically 
termed as invisible exports* Let us take one concrete case* 
The capital that is remitted to India by foreigners for 
financing Indian industries falls within the category’ of her 
invisible exports. This is so because her credit is extended 
as soon as the above remittances are made* A debtor thus 
becomes creditor to the extent of the loan that another has 
agreed to grant in her favour* Similarly, there are items 
which constitute a country’s invisible imports* As lor 
instance, the interest that India pays every year to England 
for capital borrowed from her, goes to augment the import 
□r debit side of the country* The net balance of trade is to 
be found out by taking into account both the visible and 
invisible exports and imports. If the value of the visible 
and invisible items of export exceeds that of the visible ana 
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invisible items of imports, India can bo said to have a 
favourable balance of trade. 

Leaving aside for the present the invisible items of 
export and import we may have a brief review of the export 
and import of merchandise and treasure during this period 
of depression. In 1929-30 the balance of trade in merchan¬ 
dise was Rs. 78 98 crores while the total visible balance 
was Rs. 52 78 crores, This shows that India used to im¬ 
port treasures in excess of her export of treasure. The year 
that followed (i,e, 1930-31) witnessed a substantial reduc¬ 
tion in the balance of trade in merchandise. It was 
Rs* 62 52 crores as against Rs. 78 98 crores in 1929-30 ; 
but as the balance of transaction in treasure was against 
India the total visible balance came down to Rs, 3 / 60 
crores. In 1931-32 the position of India became worse on 
account of trade depression. In that year the balance of 
trade in merchandise was Rs, 3483 crores only, while she 
had to pay Rs. 35 crores annually as Home charges. The 
export of about 58 crores %vorth of gold during that year 
saved the situation and led to substantially active balance 
of Rs, 9CT48 crores. In 1932-33 the export surplus (in 
merchandise) fell to only Rs. 3’36 crores which is only 
about one-tenth of the Secretary of State s needs, A 
serious financial dislocation would have resulted were it not 
for the exodus of Rs, 65 53 crores w'orth of gold from India, 
During the year 1933-34 the export surplus went up to 
Rs, 3471 crores but the export of treasure was substantially 
large. The result was that the total visible balance of 
trade came up to Rs, 9194 crores. In 1934-35 the visible 
balance of trade in merchandise and treasure was in favour 
of India to the extent of Rs. 78 crores. The years that 
followed showed a downward movement. In 1937-38 the 
total visible balance was measured by Rs. 30 croies while 
in the year 1938-39 the balance was Rs. 29 crores. This 
estimate leaves out of account the figures of Burma which 
has been politically separated from India, Taking Burma 
and India as an economic unit for this purpose the balance 
stood at Ra, 56 crores in 1938-39, The total trade during 
1939-40 increased by 17 + 9 per cent, to Rs. 378'34 crores 
while the balance of trade in merchandise rose to Rs. 4b JO 
crores. This improvement has been mainly due to heavier 
demands for Indian produce since the outbreak of the 
present war. 
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India’s Balance Sheet . 


Credit side. 

1* Value of exports ol merchandise 
and treasure. 

2* The capital borrowed by the 
Government. 


3i The capital borrowed by private 
enterprisers. 

4. Money imported by tourists to 
meet their expenses in India. 

5* Other remittances made by 
foreigners to India, 


Debit side. 

1, Value of import of merchandise 
and treasure. 

% Expenditure abroad on Govern¬ 
ment account in connection with fur¬ 
lough, pay* pensions, stores, bullion, 
etc*, purchased for the Government of 
India (Home charges)* 

3, Interest paid by India for capital 
borrowed. 

4, The freight charges paid to 
foreign ship* 

5, Remittances mads by private 
persons to meet the expenses of their 
children in foreign countries* 

0* Purchase of foreign securities* 

7. Investment made by European 
merchants and Civil Servants of India 
in other countries* 

£* Premiums and policies issued 
by Foreign Insurance Companies* 


Sec. 5. Why export is greater than import. 


Excess of 
Indies 
export over 
import. 


If we study the peculiar character of India's foreign 
trade one important fact is sure to attract our attention and 
will sometimes puzzle our brain. This is the excess of 
India’s export of merchandise, India usually exports com¬ 
modities the value of which exceeds the value of its imports* 
In 1934-35 the visible balance of trade in merchandise 
and treasure was in favour of India to the extent of Rs. 78 
crores as compared with Rs. 109 crores in 1925-26, On 
account of the separation of Burma from India and decline 
in the export and import the surplus of merchandise and 
treasure came down to Rs* 29 crores in 1988-39* It is 
interesting to note the reason behind such excess of export 
over imports. The reason cannot be explained without 
reference to the intimate relation that India happens to 
bear with England* India has to pay Home charges every 
year to the extent of nearly £34 millions, This obligation 
on the part of India has reduced her to the position of a 
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debtor country by augmenting the invisible items of im¬ 
ports. Again, there are other factors which have been 
responsible for this excess of exports over imports. India's 
stock of capital is not sufficient for the proper utilisation 
of her natural resources and she has no other alternative 
than to borrow a huge amount of capital from foreign coun¬ 
tries. The capital borrowed on this account has to be 
repaid in the long run and the interest charged on that debt 
has the effect of increasing her liabilities to foreign coun¬ 
tries. Again, India has to pay huge sums of money as 
shipping, insurance and banking charges for the services 
rendered by foreign countries in aid of India's foreign trade. 
These factors together with others of similar nature can in 
a measure account for the excess of India's export of mer¬ 
chandise and treasure* 


Sec* 6* The peculiarities of India’s Foreign Trade. 

Before the excavation of Suez Canal and the introduc¬ 
tion of the Railways India's foreign trade was restricted to 
the articles of high value in small bulk that were available 
near the coast* The articles that entered into foreign trade 
during that time were few in number. The application of 
steam power to sea traffic and the development of internal 
communications have caused an expansion of the foreign 
trade of India with the result that almost all the civilised 
countries of the world have now established their commer¬ 
cial connections with her. The articles that now enter into 
foreign trade have increased in number. 

Wo are here concerned with the characteristic features 
of India's foreign trade. One such characteristic is the 
excess of export over import* This as we have already said 
has been due to the peculiar circumstances under which 
India at present lies. Secondly, if we study the character 
of articles that enter into foreign trade we will at once find 
that India has been the exporter of raw materials and 
importer of finished products* The commodities that India 
exports are more bulky and in consequence demand a large 
number of ships to carry them* India has for that reason 
to pay a huge amount as freight charges* More ships are 
to be sent than are required for carrying her imports which 
consist of manufactured articles* The foreigners are there* 
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fore decidedly at an advantage in this respect. Again, the 
situation becomes more pitiable when India is found to 
export the raw materials and import back the finished 
products made out of them. Thirdly, India Is an importer 
of cheap manufactured articles. This peculiar feature has 
been due to the poverty of the people which forces them to 
consume articles of lower value* The foreigners who are 
aware of the nature of the Indian market turn out commo¬ 
dities which can be sold with profit at a very low price. 
But cheapness cannot be regarded as the sole factor. Sale- 
ability in India depends partly on price and partly on conve¬ 
nience and suitability. Japan has been in a position to 
make a headway partly because she can afford to sell 
commodities which India requires at cheaper prices and 
partly because she is the buyer of Indian materials and 
offers facilities for payment by means of appropriate credit 
arrangements, Fourthly, India deals mainly With gold’ 
using countries while the currency in circulation consists of 
silver. In ease there is an unfavourable balance of trade 
India cannot send her own coins (token) in payment of 
what is due to other countries* This necessitates the 
maintenance of a fixed par between rupee and sterling and 
imposes an obligation upon the Reserve Bank of India to 
sell sterling on demand, Lastly, India has followed mainly 
the free trade policy, and manufactured articles of foreign 
countries can easily enter into India without paying 
any duty* 

Sec, 7* The effect of surplus exports on India's 
volume of Currency, 

We have already seen that India has generally a favour¬ 
able balance of trade. This favourable balance has one 
important effect on the currency policy of the Government. 
Whenever there is a favourable balance of trad© the ex¬ 
change value of Indian currency rises in terms of the 
currency of the debtor country. The foreigners who have 
imported commodities and for that reason are under obliga¬ 
tion to make payment to India offer higher value to the 
bills drawn on India and in this way raise the rate of 
exchange so as to reach the specie import point ; when such 
a stage has been reached, the foreigners may approach 
the exchange banks for purchasing rupee for sterling and 
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these exchange banks in their torn will replenish their 
rupee reserve by selling sterling to the Reserve Rank of 
India. When the Reserve Bank purchases sterling it has 
to release rupees from its vault. In this way the volume of 
currency in circulation is expanded and the ultimate result 
of such expansion is the rise in prices, 

Sec, 8, Articles that enter into foreign trade* 

In this section we shall have a brief account of the arti¬ 
cles that India exports and imports, We have already seen 
that it is one of the peculiar features of India's foreign trade 
that she exports raw materials and imports finished pro¬ 
ducts. The total value of exports of merchandise in 1938-39 
was Rs. 169 crores and that of imports was Bs. 152 crores 
as compared with the corresponding figures of Rs. 189 crores 
and Rs. 173 crores in 1937-1938. 

Of the raw materials that India happens to export to 
foreign countries raw cotton ranks second in importance 
covering about 15*14 per cent, of the total export. India 
produces a hug© quantity of this article and supplies the 
demand of foreigners. In 1938-39 the total value of export 
was Rs. 24 6 crores* The countries like the United Kingdom, 
Japan and China have been her principal customers. The 
untiring activities of the Lancashire Indian Cotton 
Committee account for substantial increase in the demand 
from the United Kingdom* These countries are developing 
their manufacturing industries with the raw materials 
supplied by India while she remains satisfied with the small 
price that the exported cotton may fetch. India also 
exports cotton manufactures* In 1938*39 her export under 
this head was valued at Rs* 7 crores., 

Jute is another article that India exports in large quan¬ 
tities. India has, as we all know, a monopoly in the pro* 
duotion of Jute* The export consists of both raw and manu¬ 
factured jute and the value of manufactured jute exceeds 
that of raw jut©* The total weight of raw and manufac¬ 
tured jute exported during 1938-39 amounted to 1647000 
tons valued at Rs. 39'6 crores and recorded a decline of 7 
per cent* in quantity and 10 per cent, in value over the 
figures of the preceding year* Jute now occupies the first 
position of exportable commodities and accounts foi 24 34 
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pei cent* of the total export trade, Jute is mainly exported 
to countries like England, Germany, Australia, and U, S* A. 
Tt is used by those countries in the production of blankets 
and re-exported to India in this finished form* 


India exports considerable quantity of food grains. These 
represent about 4 75 per cent* of the total export trade of 
India. They consist of rice, wheat, barley and such other 
substances* In 1938-39 the total export was valued at 
Rs* 7'7 crores as compared with Rs. 12’4 erores in 1935-36, 
Recently the rice-export trade of India suffered a serious 
set-back. This decline in the export trade was brought 
about by the following causes ; first, the surplus available 
for export from Burma which contributed as much as 85 
per cent, of the total export showed a decline of 196,000 
tons. Secondly, India proper demanded from Burma a 
large quantity of rice and paddy. Thirdly, India faced the 
competition of America, Spain and Italy in the production 
of rice and this led to a substantial decrease in the demand 
for Indian rice in foreign markets, Fourthly, in spite of 
international convention for the abolition of export and 
import prohibition and restrictions drawn up at Geneva in 
1927, Japanese Government imposed restriction on the 
importation of Indian rice to the advantage of rice of Siam 
which was allowed to enter Japan in accordance with the 
provisions of Japanese-Siamese treaty of 1924* Fifthly, 
Indo-China and Siam whose contribution to the export of 
rice can never be ignored had bumper crops in 1927-28* 
The principal countries i to which rice is exported are 
Germany, the United Kingdom and Ceylon. 

Next come the oibseeds, These are exported with a 
view to meeting the demand of foreigners in connection 
with the preparation of soap and candle. The exportation 
of this article has the effect of depriving India of large 
quantity of manures which would otherwise have been 
available. The total exports declined in 1938-39 to 
1199,000 tons valued at Rs* 15 06 crores. The principal 
customers of India so far as these articles are concerned are 
United Kingdom, Germany, Belgium, France and the 
United States of America* 

The foreign demand for tea is increasing every year* 
The quantity of tea exported in 1938-39 was about 453 
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million lbs. and its value was‘about 23'4 crores of rupees. 
This improvement is duo to the operation of the Inter¬ 
national scheme for the regulation of export of tea and the 
consequent restriction of production and rise in price. 
The United Kingdom alone demanded as much as 87 per 
cent, of the total export from India, Among other customers 

may be mentioned the United States, Russia and Irish Free 
States. 


Next we come to hides and skins. The export under 
this head has suffered a great decline. Both raw and 
tanned hides are exported ; with regard to the former Hidefi 
Germany and the United States are the principal customers ns? 
of India while tanned hides are mainly exported to the 
United Kingdom. In 1938-39 the total value of hides and 
skins was R$. 3'8 crores as compared with Rs, 5 04 crores 
in the preceding year. 


There are certain other articles which India exports to 
foreign countries. In 1938-39 the export of raw wool 
showed an improvement and increased from 38 million lbs, 
to 55 million lbs, and was valued at R$« 299 lakhs. The 
export trade in metals and ores, rubber, tobacco, spices and 
lac showed a substantial improvement both in quantity and 
value. 


We have discussed above the chief articles that consti¬ 
tute India's export trade, Now we shall take into considera¬ 
tion the chief articles that are imported by India. The 
chief articles imported by India may be described thus 
(l) Cotton manufactures, (2) Sugar, (3) Iron and steel, 
(4) Machinery and milt works, (5) Silk, (6) Liquors, 
{7} Hardware, (8) Motor vehicles and other articles, 

(1) Cotton manufactures :—Oi the imported articles 
cotton goods occupy a pre-eminent position. The import 
under this head consists partly of cotton manufactures and 
partly of twist and yarns. The Indian mills once used 
foreign yarns in large quantities and in consequence, the 
import of this item increased very rapidly. The cotton 
yarns are mainly supplied by the United Kingdom while 
Japan's contribution is gradually expanding. 
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The importation of cotton piece goods was facilitated by 
the adoption of Laissez-faire principle by tbe Government. 
It represented in 1924-25 as much as 33 p* e. of the total 
import trade of India, It now represents 14 88 per cent* 
of the total import trade. 


The import of cotton and cotton goods decreased consi¬ 
derably in recent times. In 1938-39 the import of cotton 
goods witnessed a substantial decline in quantity and value, 
the total value being Es, 22 6 crores as compared with 
Bs* 27 7 crores in 1937-38 and Bs* 34 8 crores in 1932-33. 
There were several causes which accounted for the heavy 
reduction of import trade in these goods. The prices of 
cotton goods were uncertain and the importers were chary 
of offering prices which would be favourable to them* The 
money market was very stringent and the raiyats had little 
money to buy cotton goods. Other factors contributing to 
the decline of import trade were the Civil Disobedience 
Movement* the boycott of British goods, tbe partial replace¬ 
ment of cotton goods by artificial silk of Japan, large output 
of the Indian mills and increased duties on cotton piece- 
goods imposed by the tbe Indian Tariff Amendment Act of 
1934. Imports in 1938-39 were largely concentrated on 
yarns of higher counts* Of the total yarns the United 
Kingdom supplied only 13 per cent, and Japan 58 per cent, 

(2) Sugar :—India produces huge quantity of this 
article and at the same time it is found to import large 
quantities of cane sugar from Java and Mauritius and beet 
sugar from Belgium, Germany and Austria and the United 
Kingdom, The value of the import of sugar amounted in 
1924-25 to about Bs* 21 crores. The years that followed 
witnessed a fall In the prices of sugar. This fall was due to 
the fact that there was over-production and demand for 
sugar was not sufficient to exhaust the supply of it. In 
1936-37 the import of sugar fell to 13979 tons valued at 
Es, 23 9 lakhs. The imposition of protective duty on foreign 
sugar and the phenomenal growth of Indian sugar industry 
may be said to be at the root of this fall in import* In the 
year 1938-39 the curtailment of home production has led to 
substantial rise in price and as a result of this the import 
of foreign sugar advanced from 22000 tons valued at Rs. 25 
lakhs in 1937-38 to 55000 tons valued at Es, 63£ lakhs, 
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Java contributing as much as 91 per coni of the total 
import, 

(3) Iron and Steel :“India imports a large quantity of 
iron and steel every year. In the year 19^4-25 the total 
weight of iron and steel imported into India was represented 
by 864*000 tons. The countries that supply India with 
these commodities are the United Kingdom, Germany, 
Belgium and U, S, A. but the contribution of the United 
Kingdom was in 1924-25 as large as to cover almost 50 p, c. 
of the total import. In 1938-39 import of iron and steel 
fell substantially and was valued at Rs. 668 lakhs. This 
fall was marked in respect of continental products while the 
United Kingdom maintained her percentage share in the 
total import. 

(4) Machinery and mill-work* India has to depend 
mainly upon foreign countries for the supply of machinery 
and mill-works. If the foreign countries withhold their 
supply of these materials the Indian industries will come to 
a stand-still. Of the several countries that make their 
contribution in this respect England has the largest share. 
Its share is as large as 84 p, e. of the total imports. The 
total value of the import under this head was in 1924-25 
about Bs, 15 crores, Imports of machinery and mill-works 
are increasing gradually with the growth of Indian indus¬ 
tries, The year 1938-39 witnessed an increase in the im¬ 
ports of textile and electrical machinery and the value of 
this import came up to Rs. 19 04 crores, 

(5) Silk :—India's import under this head consists 
partly of raw silk and partly of finished silk goods. The 
raw silk is imported mainly from China and Hongkong and 
the silk manufactures are supplied by Japan, China and 
Hongkong, So far as this latter kind of imports is con¬ 
cerned the contribution of Japan has been the largest. In 
1938-89 the import of raw and manufactured silk was 
valued at Es. T94 crorea as against Rs, 4‘38 crores in 
1932-33, 

(6) Liquors :—In 1924-25 India imported wines and 
spirits the total value of which was about Be, 3 crores, 
The United Kingdom was the largest supplier of liquors, 
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In 1938-39 the import of liquor was valued at Rs. 2'11 


10 Hardware :-The articles that are included under 
this heading are generally supplied by the United Kingdom 
America and Germany. The contribution of the United 
Kingdom is larger when it is compared with that of 
Germany but the latter country is gradually increasing her 

export. In 1938-39 the value of the import fell to Rs. 2'5 7 
crores. 


(8) Motor veh ides :—The vehicles imported into India 
in tlie year 1928-29 were 11,058 in number and their total 
jalue was estimated at Rs. 4'28 crores. The countries 
bom which these vehicles are imported are the United 
btates, the United Kingdom, Canada and France. 

(9) Mineral oils :—India has to import a large quan¬ 
tity of these oils every year. In 1938-39 the total imports 
of all kinds of mineral oils were valued at Rs. 14'67 crores. 
Of the total imports kerosene oils and fuel oils represented 
43 per cent. The contribution of Persia and Russia in¬ 
creased considerably while that of the United States 
declined rapidly. Other countries which supply India with 
these commodities are Borneo, Sumatra and Straits Settle- 
meats. 


(lO) Raw and manufactured wool ;—Imports of raw 
and manufactured wool showed a marked decline in 1938-39 
and were valued at Rs. 2'82 crores as against Rs 415 
crores in 1937-38. The share of the United Kingdom in 

this import increased substantially while that of Australia 
declined. 


Other articles that India happens to import from foreign 
countries include grains, pulses, flours, artificial silk, paper, 
pasteboard and stationery, salt, glassware and earthen 
ware. The value of imported salt was Rs, 37'8 lakhs in 
1938-39. 
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(l) A IWUe containing & description of the Export trade of India :— 

In lakhg of rupees 


" " * 1 * 1 

1 

1030-31 

I 1931-32 

I 1938-39 

1 

Perce n tago 
on the total 
export of 
merchandise 
in 1988-39, 

Cotton raw and 
waste 

4672 

2378 

! 

246G 

| 

1514 

Cotton manufac¬ 
tures *-* ! 

i 

522 

481 

i 

711 

» i 

4*37 

Jute raw *** 1 

1288 

1 

1118 

1339 

8*22 

„ manufactures 

3189 

2192 

2626 

1612 

Tea 

2356 

1944 

! 2342 

14*38 

Grain, pulse and 
flour ,.. ! 

2988 

2037 

774 

475 

Seeds 

1786 

1459 

1509 

9 + 26 

Metals and ores *. * 

794 

547 

491 

3*01 

Leather 

639 

535 

527 

3*24 

Hides and Skins 

564 

365 

384 

2‘36 

Tobacco 

Other articles 

103 

85 

275 

1*69 

17*46 
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(2) A Table showing the character of the Import trade of India 

In lakhs of rupees 


— 

1930-31 

1931-32 

1938-39 

Percentage 
on the total 
import of 
merchandise 
in 1938-39, 

Cotton and cotton 
goods 

3164 

2616 

2266 

14'88 

Machinery and mill 
works 

1435 

1092 

1904 

12‘50 

Metals and ores 

1592 

978 

1086 

713 

Oils 

1092 

972 

1562 

10'26 

Artificial silk 

303 

344 

223 

1*47 

Hardware 

360 

261 

257 

163 

Paper and paste¬ 
board 

287 

250 

322 

2‘12 

Sugar 

1096 

616 

45 

*30 

Tobacco 

151 

94 

104 

'69 

Salt 

115 

72 

37 

*25 

Other articles 

■■■ 

in 

* + + 

4877 
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(3) A Table showing the shares of different countries in India’s 
Foreign trade :— 


* Import trade 

1913-14 

1922-23 

1924-25 

1936-36 

United Kingdom 

23 

22'4 

! 25*5 

361 

Germany 

11 

7'2 

7*1 

37 

Japan 

91 

n 

14 

1 

170 

U* S* of America 

8'7 

11*2 

81 

65 

Belgium 

4'8 

’ 3 

3'9 

2'2 

Strait Settlement 

27 

2'6 

21 

31 

Other countries 

407 

406 

39 

231 


Export trade 

1913-14 

1922-23 

1924-25 

1936 37 

United Kingdom 

641 

607 

541 

827 

Germany 

6‘9 

51 

6*3 

4’7 

Japan * *+ 

2'6 

61 

69 

15 

U. S, of America 

2‘6 

5*8 ! 

5'7 

9‘5 

Belgium 

27 

27 

27 

3'9 

Strai t Settiemen t 

1*9 

19 

2 

27 

Other countries 

— *> 

197 

ie 2 

22'3 

32'5 
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Sec* 8(a), Condition of India’s Entrepot trade. 

Entrepot trade means the re-export trade* India is 
found to export some articles which she imports from an¬ 
other country. She can conveniently carry on this trade 
because she is situated in the centre of the eastern hemis¬ 
phere. The trade between the far east and the west is 
carried on through India. Thus India imports cotton 
textiles from the United Kingdom and exports the same to 
Persia. The re-export trade of India is gradually declining. 
In 1932-33 the value of this trade amounted to Its, 3"22 
crores as compared with Rs* 18 04 crores in 1920-21. This 
decline has been due to the establishment of direct trade 
connection between different countries, The United King¬ 
dom occupies the pre-eminent position even in this trade, 
her share being 30 per cent* of the total trade. In recent 
times this trade has expanded considerably. In 1936-37 it 
amounted to Rs* 6'24 crores. 


Sec. 9* The stability of the rate of Exchange : its 
connection with foreign trade* 
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India has a peculiar type of currency in circulation. It 
has since the closure of the mint a token currency which 
is of unlimited legal tender but the foreigners are immune 
from the jurisdiction of British Courts ; hence the Govern¬ 
ment undertook from the very moment the system was 
introduced in India, the responsibility of maintaining the 
exchange rate and providing the people with gold at a 
certain rate when it would be demanded for payment in 
foreign countries. Such a peculiar currency system has 
been introduced with a view to avoiding the difficulties that 
followed from the constant fluctuation of the exchange value 
of silver standard currency with reference to the gold 
currency. The Government found that constant fluctua¬ 
tion of exchange value of the rupee was not only prejudi¬ 
cial to the interest of the Government but also hampered 
the progress of India’s foreign trade ; these and similar 
other difficulties forced the Government to Introduce the 
Gold Exchange standard system* 

We shall now consider how the instability of the rate of 
exchange affects the progress of foreign trade. The foreign 
trade is carried on through exporters and importers* The 
latter will render their services to the community so l&ng 
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as they get their proper remuneration* The exporters will 
purchase commodities in terms of rupee and sell them 
in foreign countries in terms of their currency. The sale 
proceeds will then he converted into the currency of India. 
If the rate of exchange is not stable they cannot anticipate 
beforehand the amount of profit that they may derive out of 
the transaction, If the rate of exchange is in favour of 
India or in other words if the exchange value of the rupee 
rises in terms of the gold currency and goes on rising the 
exporter who carries on his business during that time is 
sure to incur a heavy loss because every rise in the value of 
rupee will bring him fewer rupees for the articles sold in 
foreign currency* Thus a rising rate of exchange is pre¬ 
judicial to the interest of exporters and hampers the export 
trade of India, Similarly* the falling rate of exchange will 
affect the progress of international trade inasmuch as every 
such fall will be in conflict with the interest of importers 
by adding to their debts in foreign countries. From what 
has been said above it follows as a logical conclusion that 
maintenance of the rate of exchange is absolutely necessary 
so long as the peculiar currency system of India is retained 
by the government. It is interesting to refer to the report 
of the Fowler Committee so far as it throws light upon this 
point;— 'Not only will the stability of exchange with the 
greater commercial countries of the world tend to promote 
her existing trade but also there is every reason to anti¬ 
cipate that with the growth of confidence in a stable ex¬ 
change capital will be encouraged to flow freely into India 
for the further development of her great natural resources/’ 

Sec* 9(a)* Indo-Japauese agreement* 

The commercial relation between India and Japan is 
now governed by a new Protocol which came into force in 
March 1937, This Protocol was preceded by the original 
protocol signed in 1934* This latter commercial agreement 
introduced a Quota System which allowed Japan to send a 
fixed number of yards of piece-goods in return for the 
purchase of a fixed number of ootton bales. According to 
this agreement Japan was to take raw cotton from India to 
the extent of 1 million bales per year and in return India 
was to import cotton piece-goods to the extent of 32<"> 
million yards, The import of Japanese piece-goods oould 
not exceed 400 million yards in case Japan purchased li 
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Criticism of 
the Agree¬ 
ment* 


million bales of Indian cotton. If Japanese purchase of 
cotton fell short of the above minimum quota India was 
entitled to reduce her purchase of cotton goods at the 
prescribed ratio—-the ratio being 2 million yards of cotton 
piece-goods - 10 thousand bales of raw cotton* Irrespective 
of the purchase of raw cotton Japan was allowed to export 
125 million yards of cotton piece-goods to India every year. 
The agreement also provided for the maximum rates to be 
imposed by the Government of India in customs on Japanese 
cotton goods. This system ensured an export market for 
cotton to the advantage of the consumers and cultivators 
of cotton and at the same time avoided that steady dis¬ 
integration which is the outcome of currency depreciation. 
The operation of the system brought to light the following 
defects, 

(l) The system of measuring imports of piece-goods 
from Japan in terms of linear yardage threw open the door 
for evasion by making it possible for the Japanese manu¬ 
facturers who were shipping the standard widths of 
25-6* to 28* to double their quota allowance by manufac- 
ing their goods measuring 52^ in width with two selvedges 
in the centre separated by small space which would enable 
the clothes to be divided readily into two pieces. This 
difficulty could be removed if the imports were measured 
in terms of square yardage. (2) The quota did not include 
artificial silk piece-goods* silk manufactures and synthetic 
imports like fibre* (3) Considerable evasion was also pos¬ 
sible through Afganisthan and Indian States* (4) The 
policy did not take into consideration the interests of small 
industries like soap, potteries, silk, hosiery, glassware, etc. 
which were feeling the competition of cheap Japanese 
goods. 

It was hoped that these glaring defects would be re¬ 
medied when the life of the agreement would expire oo 31st 
March 1937 and a new agreement would be substituted 
in its place ; but this hope did not materialise as the new 
agreement which came into force on 12th April, 1937 failed 
to remove the inherent defects. The notable changes of 
this new agreement are 

0} Reduction of the basic quota for Japanese piece-goods 
from 325 million yards to 283 million yards against 
1 million bales of Indian raw cotton ; (ii) Reduction in the 
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maximum Quota from 400 million yards to 335 million 
yards* It should be remembered that this reduction in the 
quota, though apparently favourable to Indian interest does 
not affect Japanese interest partly because the retention of 
the old linear measurement allows Japan to double the 
quota by supplying cloth of greater width and partly 
because the separation of Burma under the new constitution 
has enabled Japan to make a new agreement with Burma 
for extra sale of piece-goods, Again, this agreement does 
not restrict the importation of Japanese silk goods which 
in spite of heavy import duties have proved a menace to the 
Indian silk industries, Japan is also at liberty to export in 
any quantity finished cotton products like shirts, handker¬ 
chiefs and the agreement does not in any way restrict their 
entry into India* The agreement is not comprehensive 
enough to protect the interests of many other infant 
industries which are now groaning under the Japanese 
exchange dumping, 

This Indo-Japanese Trade Protocol came to an end on 
the 31st March, 1940. Pending a new agreement shipments 
are being regulated on a monthly basis* 

Sec, 9(b)* Mody-Lees Pact; Indo-British Trade 
Agreement $ Simla talks. 

The prosperity of the Japanese cotton industry and the 
conclusion of a trade agreement between Japan and India 
threatened a loss of market in India for Lancashire goods* 
This apprehension of loss of Indian market necessitated an 
adjustment of commercial relation between Lancashire and 
Bombay, an important centre "of the cotton industry in 
India* Sir William Glare Lees came to India to settle the 
matter with the Bombay miU-o<tomers who were represented 
by EL P. Mody, the then President of the Bombay Mill- 
owners' Association. Hence the agreement is popularly 
known as Mody-Lees Pact, This Pact which was signed on 
the 6th October, 1933 was to remain in force till 31st De¬ 
cember, 1935. The pact emphasized the need of greater 
protection against foreign goods and wanted to show 
preference to British imports by charging a lower duty on 
British yarns and piece-goods* It was also agreed that the 
surcharges imposed upon British imports should bo with¬ 
drawn as soon as the financing position of the Government 
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improved* In exchange of these substantial preference 
Lancashire agreed to find out all possible means for increas¬ 
ing the demand for Indian raw cotton in Lancashire Textile 
industry and to secure purchasers for Indian cotton piece- 
goods in over-sea markets* The pact could not attract the 
support of the Indian Public in spite of the earnest efforts 
of the Government to eulogize its merits ; but the ruling 
authorities in India did not attach any importance to the 
criticism levelled against the Pact and gave effect to it by 
passing the Indian Tariff Amendment Act, 1934* which 
reduced the scale of duties imposed upon British cotton 
goods* 

Next came the Indo-British Trade Agreement (signed on 
9, January, 1935) which accepted in toto the principle of 
Indo-British co-opei T ation as enunciated by the Modjr-Lees 
Pact and emphasized at the same time the need for reduc¬ 
tion of duties on British cotton piece-goods to 20 per cent, 
ad valorem as recommended by the Tariff Board. His 
Majesty's Government recognised the right of India to 
impose protective duties for the protection of Indian 
industries as well as the right of the Government to impose 
surcharges for revenue purposes hut the amount of protec¬ 
tive duty should be fixed after giving full opportunities to 
the British commercial interest to file their objections, if 
any, and in no case should such duty he allowed to exceed 
the rate which would become necessary to equate the prices 
of British goods to the fair selling prices of the correspond¬ 
ing Indian goods. This agreement could not bring peace in 
India and evoked public criticism* It was contended that 
far from extending any fiscal autonomy the agreement 
strengthened the grip of British interests over India's fiscal 
policy by recognising the right of rival British Industries to 
present their case at the time of imposition of protective 
duties, Again, by virtue of this agreement Great Britain 
secured extensive market for her goods in India while India 
had to remain satisfied with vague promises and assurances* 
The agreement would result in diversion of the natural 
tendency of foreign trade and destroy foreign market for 
Indian goods. 

In recent times the question of further reducing the 
duties on Lancashire piece-goods figured prominently in the 
Textile Negotiation at Simla between the Lancashire 
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delegation headed by Mr. A. D. Campbell and the Indian 
non-official advisers led by Sir Purshottamdas Thakurdas. 
In this textile talk Lancashire delegation wanted to have in 
India a guaranteed market for Lancashire cotton piece- 
goods for at least double the quantity of goods then imported 
and recommended for that purpose imposition of an elastic 
scale of duties varying from 17i per cent to 74 per cent. 
As regards the purchase of Indian cotton the said delega¬ 
tion was prepared to give only a vague assurance. The 
Indian non-official advisers were shrewd enough to under¬ 
stand the motive behind tins offer and could not agree to 
accept the same. Simla talk thus failed to settle matters. 
This was followed by a revised offer made by the British 
Board of Trade which proposed a reduction of the existing 
duty to 15 per cent, and an import quota of 500 million 
yards maximum and 350 million yards minimum for 
Lancashire. As regards the purchase of Indian cotton, 
this Board could not give any guarantee. This offer had 
the same fate and could not command the confidence of the 
non-official Indian advisers partly because India cannot 
afford to sell her long staple cotton to Great Britain in 
view of the increasing local demand and partly because the 
reduction of import duty on British goods will prove a 
menace to the cotton industry of India, 

Sec* 9(c)* Policy of Bilateral Trade Agreements* 

In modern times we find an aaxiety among commercial 
nations to enter into bilateral trade agreements. This 
anxiety is particularly marked in Europe where two types 
of such agreement—(i) Clearing and (ii) Barter agreements 
axe to be found. The former aims at securing an exact 
balance of exports and imports without any reference to the 
particular commodities to be exported and imported. The 
latter agreements insist upon direct exchange of goods thus 
dispensing with the necessity of divising means of payment. 

In India the question of bilateral agreements has come 
into prominence in view of the restrictions which many 
foreign countries have imposed on the entry of Indian goods. 
India can ill afford to lose her extensive foreign market and 
must come to terms by entering into bilateral trade agree¬ 
ments* The Legislative Assembly which is a representative 
body also voted in favour of Mr. Jinna's amendment for 
having such bilateral trade treaties concluded with foreign 
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countries. Again, India has already made bilateral agree¬ 
ments with her two important customers—Great Britain 
and Japan and it is quite reasonable that similar agreements 
should be forthwith arrived at with her other customers 
—Germany, Italy, Turkey, the United States of America— 
in order to find a profitable market for her goods. 

As against this policy of bilateral trade agreements it is 
argued that conclusion of such bilateral treaties will go to 
reduce India’s export to countries which are now according 
the most-fovoured-nation treatment to her. Again, India 
under the present state of things must endeavour to have a 
favourable balance of trade but the policy of bilateral agree¬ 
ment will surely lead to an extinction of such balance 

although it may increase the total volume of trade. India 

will also lose a great deal in making bilateral treaties with 
countries which want to restrict their imports because a 
reluctant purchaser seldom offers a fair price. Sometimes 
rival suppliers will compete with one another in selling 
commodities and this will go to reduce India to the position 
of a weaker party to the contract. 


The countries 
with which 
foreign trade 
is conducted 
by land* 


Sec* 10. India’s foreign trade by land. 

By the foreign trade of India we have been accustomed 
to mean the sea-borne trade* This is due to the fact that 
her trade with the foreign countries by land was too small 
to deserve notice ; but in recent times her commerce with 
the adjoining countries beyond the frontiers has assumed 
some importance and cannot be ignored* The principal 
countries with which such trade by land is earned on are 
Nepal, Shan States* Afganisthan, Persia* Tibet* Western 
China and Siam* From Nepal India is seen to import rice, 
ghee, cattle and goats while the Shan States of Burma 
provide her with a large supply of horses. A large quantity 
of fruits and vegetables is'imported every year from Afganis- 
tan and raw wool comes from Tibet* The countries Eoeu - 
tioned above are also the principal recipients of India s 
export. The exports chiefly consist of cotton goods, cotton 
yarn, sugar, iron and steel, petroleum, salt, tobacco and 
silk goods. This portion of India’s foreign trade is expand¬ 
ing every year. The value of the import so far as as the 
frontier trade was concerned was approximately Es. 23 
crores in 1924-25 as against Rs. 18 crores (approximately) 
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in t9;33-*JT The value of I he export trade in the above two 
years about R&. 19 ororfts amt Ks. 10 croros rospoc- 

lively. 

The extension o i tin? Indian Railway system up to 
Junrud' luandi Kotal and Lftndi Khaim has facilitated the 
tnoafronti^r trade to a great extent. 


11, The Spread of Commercial Intelligence. 

A country must have an up-to-date information regard¬ 
ing the efficient methods of production and the best market 
for her products \ otherwise she will fail to make anj 
progress in the sphere of trade and industry. The com¬ 
mercial progress of India is thus connected with the 
machinery for the spread of commercial intelligence. The 
need for such a machinery was fully appreciated as early 
as 1905 when the Commercial Intelligence Department was 
created. The Department is engaged in giving publicity to 
the commercial information and has started the weekly 
organ known as the Indian Trade Journal. The Department 
has been placed under the charge of the Direct or-Genera I 
of Commercial Intelligence and Satieties. This Depart¬ 
ment has got two functions to perform, viz. t (i) collection 
and dissemination of information connected with over-seas 
trade* (ii) compilation and publication of All-India Statistics. 
The Department maintains the Commercial Library and 
Reading Room where many important Commercial Journals 
are to be found. There is an Indian Trade Commissioner in 
London who » assisted by the Trade Publicity Officer in 
placing Indian goods In all important exhibitions on the 
continent ; but satisfactory results have not been achieved 
as the agency in London does not provide India with useful 
information regarding foreign markets for Indian 
To promote the interest of Indian trade it is desirable that 
Indian trade agencies should be established in different 
parts of the world. The Government of India has taken 
the matter in hand and has already appointed trade 
Commissioners one each at New York, Hamburg, Milan* 
Alexandria* Mombasa* Osaka and Durban. 

A Central Statistical Research Bureau has been associa¬ 
ted with the Department of Intelligence and placed under 
the charge of Economic Adviser to the Government of India. 
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The Bureau publishes the Keview of the Trade of India, 
and the monthly survey of business condition in India. 


Sec* 12, How the Foreign Trade is financed ? 


How the 
Indian im¬ 
porter pays 
the price of 
imported 
commodities 


As in the internal trade the purchaser of a commodity 
must have to pay a price for it to the seller, so also in the 
case of foreign trade purchaser, viz*, the importer must make 
payment to the exporter in a foreign country ; but the 
method of making payment is not and sometimes cannot be 
the same in both the cases. True it is that an importer of 
a country having gold currency in circulation may pay the 
price of the imported commodity in terms of local currency 
to the exporting country and the latter will not raise any 
objection against sucb method of payment but the situation 
becomes complicated when the trade is between countries 
having different standards of value. Such a complexity 
arises when India is connected with a gold-using country by 
commerce. When the latter wishes to make payment in her 
local currency India will not probably make any objection 
but it is quite certain that the gold-using country will not 
accept payment in the token coins of India. Again, even if 
India happened to have gold standard with gold currency 
still we would find that the foreign obligation would not be 
liquidated by the actual transportation of specie except 
under emergent circumstances. There are other ways of 
making payments which are more convenient and for that 
reason are generally adopted by all countries in discharging 
the international obligation. 


The services 
rendered by 
the Exchange 
Banks. 


The foreign payments are generally made through the 
medium of Exchange Banks, These banks exist mainly for 
financing the foreign trade of countries. They have their 
offices in foreign countries and can, therefore, easily realise 
the money that will be due to one country from another. 
Thus If an Indian merchant exports commodities to an 
English merchant he is entitled to draw a bill of exchange 
upon the importer. After this has been done he will have 
to wait generally for three months unless it is a bill at eight. 
The exporter may be in urgent need of fund and cannot 
wait. In such a case the exchange bank will come to his 
help, discount the bill of exchange and provide him with 
funds. This the bank can easily do with profit because it 
has an office in England to which the discounted bill can he 
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sent for the realisation of the amount due either from the 
importer himself or from his bank* 

In the same manner the English exporter can realise 
what is due to him from an Indian importer through an 
exchange bank having offices both in London and in India* 

Let us now consider the problem from the stand-point 
of the importer* He has purchased commodities from a 
foreign merchant and is a debtor to the extent of the 
purchase-money* How would he repay his debt ? lie is 
an Indian having sufficient amount of rupees in his stock 
but his creditor will not aceept payment in silver tokens. 
He, however, is not in a quite helpless position. There are 
the exchange banks to give necessary aid in overcoming the 
difficulties under which he finds himself. He can com* 
veniently approach any of these hanks having an office in 
the foreign country and inform it of his eagerness to pur¬ 
chase a bill drawn on such office. The bank accordingly 
will sell a bill at a certain rate, The bill will then be sent 
to the foreign exporter who will realise the amount either 
from the local office of the bank that has issued it or i( the 
bill has been drawn upon another bank, from that bank* 
This method is more convenient inasmuch as it avoids the 
expense and risk involved in remitting actual specie to the 
foreign countries. The exchange banks will be found to 
sell bills in response to the demand for remittances to 
foreign countries* Similarly* the English importer who 
wishes to repay his debt to the Indian exporter will ap¬ 
proach an English bank for hill drawn upon an Indian hank. 
In this manner the relation of creditor and debtor that 
exists between exporter and importer is shifted to the ex¬ 
change banks. The Indian exchange banks will be consi¬ 
dered as debtor to the extent of the amount represented on 
bills issued upon English banks and the latter will likewise, 
be debtor for the bills drawn by them upon exchange banks 
of India, These debts and counter-debts will be mutually 
adjusted and if any surplus is due to any bank it will be 
paid by the bank by which it is due. Now the question 
arises as to the method of paying the balance. Would the 
balance be paid by the actual transportation of specie from 
one bank to another ? The answer is in the negative. 
When the balance is in favour of an Indian bank it will be 
remitted by sending sterling which can be converted into 
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rupees by selling them to the Reserve Bank of India which 
is now under an obligation to purchase sterling at a 
rate not higher than Is * 6i %d. In the same way any balance 
against India can be repaid by purchasing sterling from the 
Reserve Bank of India and sending the same in liquidation 
of the balance. 

What we have discussed above represents the proce¬ 
dure by which payments between India and England are 
made ; but if the foreign trade of India is studied it will be 
clear that India has commercial dealings with countries 
other than England* Such being the case the question of 
making payment to foreign countries often arises ; the best 
method of making such payment is to purchase from an 
exchange bank in India bills drawn upon its own office in 
the foreign country ot if there is no such office upon another 
bank with which the former bank has business connection. 

Sec* 12(a). Traders in India ; their organisations* 

A large part of the over-seas trade is still in the hands of 
British traders and the financing of such trade is almost 
entirely in the hands of the exchange banks, the Imperial 
Bank and the European-managed joint-stock banks* 

The European firms engaged in Indian trade are organi¬ 
sed on what is known as the managing agent’ system accord¬ 
ing to which management of the Indian firms or companies 
‘‘Managing formed in Europe or elsewhere is made over to well-reputed 
agent" concerns. These managing agents render valuable service 

syatem. foy diligent discharge of duties, but the system of manage¬ 

ment is attacked on the ground of undue concentration of 
control and lack of initiative and evils arising out of a 
possible clash between the interests of various companies 
whose affairs may be in the hands of the same firm of 
managing agent. In modern times we find a tendency to¬ 
wards organised effort in the sphere of trade and commerce. 
We find various commercial organisations for safeguarding 
the interests of the various sections of the trading commu¬ 
nity. There are the Stock Exchanges, Chambers of' Com¬ 
merce, Mi bowsers' Associations, Planters Associations, 
Associations of Retailers. Of these associations the Asso¬ 
ciated Chamber of the Commerce was formed by European 
merchants with a view to safeguarding their interest* With 
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the increasing participation of the Indians in commerce the 
Indian Chamber of Commerce was set up in November, 1925 
and various Indian Associations of Commerce have been 
affiliated with the chamber. Another premier institution of 
the kind is the Bengal National Chamber of Commerce 
founded in 1887* To promote concerted action a Federation 
of Indian Chambers of Commerce and Industry has been 
formed in pursuance of the suggestion of the Commercial 
Congress* The Federation has more than 60 Chambers of 
Commerce and Gommereial Associations affiliated to it and 
is recognised by the Central Government as the premier 
organisation of the industrial and Commercial interests in 
India* 


Sec. 18. Period of Trade Depression : Causes of 
Trade Depression. 

In 1929 a serious world-wide Trade Depression set in 
and affected the position of Indian Trade. The principal 
causes of this trade depression are i (i) Over-product ion of 
raw materials and finished products resulting in an unpre¬ 
cedented fall in prices, (ii) Shortage of gold stock in the 
reserves of Central Banks and consequent adoption of defla¬ 
tionary policy, and the resulting force of foreign competition, 
Oil) Artificial raising of the exchange-value of the rupee, 
(iv) Political unrest in India and in several other countries 
in the world, (v) The enormous losses suffered by investors 
when the speculative boom in the stock markets in the 
United States suddenly subsided, (vi) The liquidation of 
companies and firms which wore started during the post¬ 
war boom creating panic in the money market and aggrava¬ 
ting the situation* India whose economic prosperity is de¬ 
pendent upon the value of agricultural produce in fore¬ 
ign countries has failed to escape the seitous effects of this 
world-wide slump. The demand for India's agricultural 
produce in foreign markets has fallen greatly on account of 
the curtailment in the scale of production of foreign manu¬ 
factures* This has resulted in a disastrous fall in the prices 
of exported commodities. The prices of imported articles 
have witnessed a sympathetic fall but the fall is much 
greater in the case of exported commodities* The Calcutta 
wholesale Price Index number showed a fall of 47 percent* 
in the ease of exported commodities and of 20 per cent* 
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in the ease of imported commodities by September 1931, 
As a result of this aocufce depression the export trade 
dwindled in 1932*33 to Es, 136 crores and the visible 
balance came down to Rs, 3 crores, , 

Sec* 14, Recent economic recovery and India’s trade* 

The world depression proved a menace to economic 
prosperity and serions attempts were made for recovery in 
the economic position by means of devaluation of currency 
and cheap money condition. There was also a move for 
satibilization of world currencies but this could not succeed 
on account of the unfavourable attitude of the United 
States of America, Each country, however, began to take 
steps for internal reconstruction and for putting its currency 
system on a sound footing. So far as India was concerned 
her trade w T as roughly stimulated by the introduction of 
Imperial Preference Scheme as formulated by the Ottawa 
Agreement and by the Indo-Japanese Trade Agreement 
and by the Mody-Lees Pact. These agreements were in a 
way responsible for the recovery of India's external trade 
at the beginning of the year 1934-35, The years that 
followed were marked by further progress which was 
accentuated by the world economic recovery which mani¬ 
fested itself in 1936. The regulation of production, the 
collapse of the gold block and the devaluation of currencies 
in 1936 went a great way in raising the prices of commo¬ 
dities. As a result of this economic recovery the total 
volume of India's foreign trade came to be valued at 
Rs, 542 crores in 1936-37* 

Questions and Answers 

(See at the end of Chapter XIV) 



CHAPTER XIV 

FISCAL POLICY OF INDIA 

Sec. 1. The important bearing of Tariff Policy on 
the foreign trade. 

The Government of India like other Governments has 
authority to impose custom duties on articles which are 
exported from the country and imported into it. Ihe cus¬ 
tom duties may be imposed for two distinct purposes, A 
duty may be levied upon imported commodities in order to 
derive certain amount of revenue out of such imposition. 
Sometimes it will be imposed for the purpose of preventing 
importation of commodities. In this latter case the duty 
is described as protective duty. The Government of India 
has generally been guided by the principle of free-trade 
while imposing duties upon imported articles. We shall 
consider the effect of this policy on the foreign trade of 
India and keep ourselves aloof from any Question concern ng 
the effect of such policy on industries. 

The foreign or international trade is based on the prin¬ 
ciple that nations should so guide their production as to 
derive the maximum amount of satisfaction. Nature has 
not favoured every country with equal advantages, home 
countries may have advantages for the production of certain 
commodities while other countries have advantages in other 
spheres of production. The human endeavour can yield 
maximum result if each country so adjusts its sphere of 
activity as to produce only those commodities in the pro¬ 
duction of which it has comparative advantage over other 
countries while depending upon other countries foi the 
supply of' other commodities that it requires. If this prin¬ 
ciple is followed by every country there can be no rest no- 
Sof trade and'thc result will be that a spirit of inter 
dependence will prevail among different nations. Unde 
auoh circumstances the foreign trade of India will reach the 
highest point If on the other hand the import trade of 
India is restricted by the imposition of a heavy protective 
duty the other countries will also retaliate with the result 
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that the export trade will fail along with the import trade* 
The adoption of such policy, though sometimes desirable 
will have the effect of reducing the foreign trade of India 
to the prejudice of the present interest of the consumers, 

Sec. 2. The Fiscal Policy : its connection with indus¬ 
try. 


A protective 
policy should 
be adopted 
for India's 
interest. 


The protec* 
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The industry of a country specially of India which is 
still in her infancy so far as the industrial development is 
concerned is greatly influenced by the policy that the 
Government adopts in regulating the imposition of taxes 
upon commodities. There are industries in India which 
cannot now compete freely with the industries of other 
civilized countries* But they can attain success provided 
the Government imposes restriction upon commodities that 
compete with their products* Again, the immediate and 
temporary loss which may follow from such restriction may 
be outweighed by a permanent gain which the industries 
once established will bring to the society. If under such 
circumstances the Government follows the Laissez-faire 
principle, the industries which are still infant will surely 
be driven to the wall and ultimately perish. True it is 
that the consumers may be benefited by the adoption of 
such policy but there is no guarantee that the benefit so 
derived will continue for ever. The present relation of 
friendship that India may have with other countries may 
give place to one of hostility with the result that the supply 
of articles may be stopped, India will then be placed in a 
very critical position. To avoid these difficulties it is desir¬ 
able that the Government should regulate its tariff policy 
so that the articles produced by commercially developed 
countries may not destroy the infant industries of India. 

ftec- 3, A Short history of the Tariff policy. 

In this section we shall have a brief review of the policy 
of the Government since the commencement of the adminis¬ 
tration of India by the East India Company. The East 
India Company adopted a policy which was beneficial to 
the interest of Great Britain at the expense of India* The 
British goods were freely imported into India and only 
nominal duty was levied on such imports ; but England did 
not show the same favour to India during that time and 
imposed a heavy protective duty with a view to preventing 
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the importation of Indian goods- Her industries were then 
infant and in consequence* she could not adopt the policy 
of free trade with profit. Thus British industries aided by 
the fiscal policy of Great Britain were stimulated by the 
tariff policy of the East India Company inasmuch as the 
latter imposed only a nominal duty on the import of British 
goods. 

During the company's rule the market for Indian com* 
modities was restricted both externally and internally* The 
external restriction was, as we have seen above, due to the 
policy of protection adopted by Great Britain and other 
countries ; but for the internal restriction the ruling aufcho* 
rity was responsible* The East India Company imposed 
internal duties of various descriptions and they were so 
heavy that the industries were forced to reduce their scale 
of production* These duties were retained by the Govern¬ 
ment till 1884 when they were abolished. 

Let us now turn to study the nature of custom duty* 
At first the rate of import duty to be paid by British goods 
was half of what was levied upon other foreign goods but 
after the mutiny this differential tariff was abolished. The 
rates of dutv imposed upon different commodities were to 
be changed almost every year and they were meant for 
securing a large sum of revenue for the Government* 

In 1862 the duty imposed upon cotton manufactures 
was 5 p c .ad valorem and that levied upon cotton twist 
and yarns was 3£ p* c. The duties continued at that rate 
till 1874 when the Manchester Chamber of Commerce came 
forward to protest the imposition of such rates. They 
represented that the rates were protective in character and 
for that reason should be abolished. The sudden protest 
owed its origin to the establishment o! several Cotton Mills 
in Bombay causing in the heart of the Manchester people 
fear of losing the Indian market. They demanded an 
immediate abolition of the duties levied on the goods* A 
committee was appointed m 1874 to consider their 
grievances and to make necessary recommendation ; the 
Manchester demand however was unanimously rejected by 
the Committee. 

The new Tariff Aot that was passed in 1875 did not 
abolish the Cotton Duties, but it reduced the general rate 
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of duty. Then came Lord Salisbury whose object was to 
promote the Manchester interest. He accordingly advised 
the Governor-General of India to abolish the import duties 
on cotton goods altogether ; but Lord Northbrook, the then 
Viceroy was bold enough to defend the cause of India and 
refused to act according to the request of the Secretary of 
State, Lord Northbrook had to resign and he was succeed¬ 
ed by Lord Lytton who came to India with the prime 
object of repealing the cotton duties ; but for certain 
unavoidable causes he could not satisfy the Manchester 
people at once. He had to wait for a few years and in 
1879 he fulfilled his object by abolishing the import duties 
on cotton goods of 30 counts and above. The remaining 
duties were abolished in 1882. For twelve years that 
followed the year 1882 the cotton goods were imported into 
India free from all duties. In 1894 the Government was 
faced with a deficit and the deficit could not be made up 
except by re-imposing the cotton import duties. Accord¬ 
ingly in December 1894 the import duties were imposed 
on cotton fabrics and yarns to the extent of 5 per cent*; 
but with a view to pacifying the Manchester people the 
Government had to levy a countervailing excise duty of 
5 per cent, upon cotton yarns of 20 counts and above pro¬ 
duced by Indian Mills- Next came the Cotton Duties Act 
of 1896 which abolished all duties on yarns but imposed 
a uniform duty of per cent, upon all woven goods whe¬ 
ther manufactured by Indian mills or imported into India. 

The imposition of cotton excise duty became the subject 
of severe criticism in India, It affected prejudicially the 
interest of the Indian mills. An appeal was made to Lord 
Hardinge for the repeal of such duty in 1916 but the cir¬ 
cumstances of the time could not permit such a repeal. 
Lord Hardiuge, however, promised that the Government 
of India would abolish the duty in near future when the 
financial condition of the Government would improve. Then 
in 1922 the Fiscal Commission recommended the abolition 
of such duty. Out of respect to Lord Hardinge who 
solemnly promised the abolition of this duty and in pur¬ 
suance of the recommendation of the Fiscal Commission 
the duty was abolished in 1926. 

We have given above a brief outline of the fiscal policy 
of the Government so far as the imposition of cotton duty 
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was concerned. Wo shall now consider tlie policy of the 
Government with reference to a few other important 
commodities of import. In 1859 the Government was faced 
with a heavy deficit and levied an import duty of 25 par 
cent, ad valorem on all articles of luxury. Kext year this 
duty was reduced to 20 per cent. In 1382 Lord Bipon 
abolished all import duties except those on salt and liquors 
but as the Government could not meet its expenditure they 
were re-imposed in 1894. A nominal duty was imposed on 
iron and steel hnt still there were many articles such as 
coal railway materials which were exempted from t le 
payment of duty. In 1906 the duties levied upon liquors 
were raised and in 1908 they were so raised as to reach 
2 as. per gallon. In 1910 the duty on silver was raised 
During the time of war the general rate of tariff was raised 
from 5 per cent, to 71 per cent. It was raised again and 
it reached the highest figure of 15 per cent, in 1923. Htgher 

duties were imposed upon certain luxury goods like motor 
car, watches, silk piece-goods. 


In the spring of 1931 and again, in the emergency 
budget of the autumn surcharges were imposed on the 
various schedules. Besides these revenue duties, protective 
duties were imposed upon steel good6, paper matches, 
cotton piece-goods, silver thread and wire, certain heavy 
chemicals, sugar and wood-pulp on the recommendation 
o! the Tariff Board, 

The latest step in the tariff history of India has been 
the ratification of the Ottawa Agreement which admits 
Indian goods at preferential rates in return for the prefer¬ 
ence to a long list of British manufactures. 


The year that followed witnessed the passing of Acts 
which have a far-reiohing effect on the tanff policy of 
India. The Iron and Steel Duties Act, 1934 was passe 
on the basis of the recommendation of the 
This Act made provisions for the imposition of protective 
duties on certain classes of iron and steel manufactures and 
at the same time reduced the duties already levied on 
certain other goods. To make up the loss of revenue which 
would surely result an excise duty of Bn. 4 P 9rt °“''“ s 
imposed on steel ingots produoad in India and the imposi¬ 
tion was accompanied with a countervailing customs duty 
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of an equivalent amount imposed on steel ingots imported 
from foreign country. 

The original Tariff Act of 1894 which had already been 
subjected to numerous amendments was replaced by the 
Indian Tariff Act, 1934 the schedule appended to which 
shows the actual rates of duties payable on each article* 

Another important tariff measure was the passing of the 
Indian Tariff (Textile Protection) 'Amendment Act, 1934 
which gave effect to the conclusions of the Tariff Board 
recommending substantial protection to the cotton textile 
industry modified in the light of the denunciation of the 
Indo-Japanese Trade convention of 1904 and the subsequent 
conclusion of a new trade agreement with Japan and of 
the unofficial agreement between the representatives of the 
Indian and the United Kingdom textile industries. The 
Act fixed various rates of duties on cotton piece 1 goods— 
British and non-British—and imposed protective duties on 
raw T silk, silk cocoons and many other articles enumerated 
in the list contained in the Act. 

Two other important Tariff Acts of the year 1934 were 
the Sugar Excise Duties Act and the Matches Excise Duties 
Act. These two acts will be discussed in relevant sections. 
The year 1935 witnessed the passing of several tariff Acts ; 
of these we may conveniently refer to the Indian Finance 
Act of 1935 which reduced the import and excise duty on 
silver bullion and coin to 2 annas per 02 . and abolished the 
excise duty on raw skins. 

The Indian Tariff Amendment Act, 1935 replaced the 
protective duties of Bs. 2 per ewt. on wheat and Bs. 2-8 
per cwfc, on wheat flour by a uniform duty of Bs. 1-8 per 
cwt. on both wheat and flour and aiso imposed a duty of 
12 annas on imported broken rice. In 1937 two Tariff 
Amendment Acts were passed. The first amendment Act 
extended for a further period the operation of the existing 
duty of twelve annas per nmund on broken rice and the 
second Act omits in the First schedule to the Indian Tariff 
Act, 1934 r items No. 10(l) and ll(l) with the result that 
wheat flour is now subject to the ordinary revenue duty 
of 25 per cent, imposed on flour by item No. 11, 
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Sec, 5, Fiscal Commission : the Tariff Board. 

The economic prosperity of India depends greatly upon 
the fiscal policy that the Government of India adopts. She 
is still infant so far as the industrial development is con¬ 
cerned ; and the fiscal policy should be wisely regulated so 
that the foreigners may not destroy the industries which 
though infant at present would not remain so in future* 
It is by the prudent regulation of fiscal policy that the 
Government can protect the industries from foreign com¬ 
petition. This sort of indirect help is much more useful 
than a direct assistance by a grant of bounty. The Govern¬ 
ment appreciated the importance of the fiscal policy and 
appointed a Fiscal Commission for considering the fiscal 
problem which is of vital importance in a country like 
India, The Commission recommended tho creation of a 
Tariff Board to which the claims of industries for protec¬ 
tion should be referred. It laid down certain general con¬ 
ditions under which protection should be granted to 
different industries. The conditions are :— 

(1) The industry must be one which has possibilities 
of standing the foreign competition in the long run. In 
other words, it should be such as would not remain infant 
for ever, ■ 

(2) The industry must be such as cannot proceed 
without protection, The protective duties should not be 
imposed upon foreign commodities Quite indiscriminately, 
Before imposing such duty the ruling authorities must 
determine whether protection is urgently demanded by a 
particular industry. If there is no such necessity the im¬ 
position of protective duty will mean an increase in the 
profit of the businessmen ; and neither the consumers nor 
the country will gain a farthing by such protection. The 
industries demanding protection must deserve it. 

(3) The industry must have certain natural advantages 
which would at once indicate that it has the greatest 
chance of success in near future. The success of an industry 
is intimately connected with the nature of the supply of 
the agents of production and the nature of the demand for 
its product within the country. Hence, an industry which 
has to depend upon another country for the supply of raw 
materials cannot legitimately demand protection. 

21 
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It should not however be concluded that the above 
three conditions must be strictly satisfied before an industry 
should be protected. The principles laid down by the 
Commission were general in character and as such do not 
govern special cases when the national safety may neces¬ 
sitate the development of certain industries. Again, care 
should be taken not to impose duties upon the supply of 
raw materials because such a measure will be in contraven¬ 
tion of the very principle upon which the policy of protec¬ 
tion is based. 

The recommendations of the Fiscal Commission were 
accepted by the Government and the first Tariff Board 
was appointed in 1923. 

The Board acts as an advisory body to the Government 
and helps the Government in imposing duties in such a 
manner as will be beneficial to the development of Indian 
industries. Its function is to consider the claims preferred 
by various industries for protection and to make necessary 
recommendation to the Government* 

Sec* 6* Export Duty* 

Besides the import duties referred to above, the Govern¬ 
ment has Imposed duties on the export of commodities for 
revenue purposes. In 1659 the various articles^ that were 
escorted had to pay varying rates of duties. Grain to be ex¬ 
ported had to pay a duty at the rate of 2 as. per maund 
while on indigo was levied a duty of 4 per cent, and other 
articles were charged at the rate of 3 per cent. In 1916-17 
a duty was levied upon raw jute to the extent of Rs, 2-4 as. 
per bale of 400 lbs, and that levied upon jute bags, rope, 
cloth yarn and twist was Rs, 20 per ton. The duty levied 
on tea was Rs. 1*8 per 100 lbs. This duty on tea was 
abolished in 1927-28. The export of tea is now charged 
with a cess the maximum rate of which has been raised by 
the Indian Tea Cess (Amendment) Act, 1935 from annas 
eight per hundered pounds to annas twelve per hundred 
pounds. In 1917-18 the export duty on jute was doubled, 
In 1919,15 per cent, ad valorem duty was imposed upon raw 
hide. This was subsequently reduced to 5 per cent. The 
Finance Act of 1930 reduced the export duty on rice from 
3 as. to 2 as. 3 pies per maund. One important point that 
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coniidmtion at this stage is whether nn export 
duly should he levied upon food grnitis, ludiii, wo know, 
a country that can export foodstuffs and raw runt oris Is 
in exchange for the manufactured goods that she imports. 
IttdiA 4 contribution in this respect has been as largo as to 
cover about [H*r cent, of her total export although she 
Has to pay an export duty at a certain varying rate* Now 
what is ordinarily the effect of such duty l Since India 
has not a monopoly in the production of foodstuffs the 
incidence of tins export duty will fall upon her and it will 
at the same time reduce her export trade. On the other 
hand the price of foodstuffs will fall in India because of 
the increased supply of it due to the reduction of foreign 
demand* The agriculturists wilt suffer greatly because 
every fall in the prices of foodstuffs will bring them lower 
income* The poor persons other than cultivators who spend 
a very insignificant portion of their income in purchasing 
foreign commodities will no doubt be benefited because they 
will be given an opportunity of purchasing foodstuffs at a 
lower price but this gain will be at the expense of the culti¬ 
vators whose loss from the export duty on wheat alone has 
been calculated at Rs* 16 crores. 

The import of foreign articles will be reduced inasmuch 
as it is the export that pays for the import and in conse¬ 
quence, people who spend a large percentage of their income 
in purchasing foreign articles will be affected* Again, if the 
duty that is at present levied upon foodstuffs is withdrawn, 
the exportation of foodstuffs will increase with the result 
that there will be a rise in its price* Such an increase in 
export will have its worst effect upon the poor labourers* 

In normal times India has an abundant supply of food¬ 
stuffs and the amount which she exports is insignificant 
relatively to the total production* Such being the case India 
may not require any restriction upon the exportation of 
foodstuffs except in abnormal times when there is a failure 
of food crops* Efforts should be made to restrict export by 
the imposition of heavy export duties upon food crops* 

India is found to export large quantities of raw materials 
such as jute, cotton and hide* The question is whether 
export duties should be levied upon these raw materials* 
Several arguments have been advanced against the free 
exportation of raw materials, It is argued that unrestricted 
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exportation of these materials will lead to & rise in their 
prices and the cultivators will think it profitable to use their 
land in producing these commercial crops* Thus produc¬ 
tion of food crops will be neglected* There is no doubt 
some truth in the argument but there is no immediate cause 
of anxiety in view of the fact that the area under non-food 
crop is exceedingly small. 

Again, it has been argued that free exportation of raw 
materials will stimulate the production of non-food crops 
and the result will be that fertility of the soil will be ex¬ 
hausted. True it is that free exportation of oil seeds and 
oil cakes will reduce the supply of manures but the Indian 
agriculturists will lose much on account of the fall in prices 
which will follow from such restriction* 

Lastly, it has been argued that free exportation of raw 
materials will raise their prices and hamper the progress of 
the infant industries. There is some force in the argu¬ 
ment. The coat of production will no dubt decrease if the 
raw materials are available at lower prices but the indus¬ 
tries will get better protection if heavy duties are imposed 
upon foreign articles that compete with products of Indian 
Industries* 

# 

The above arguments make a strong ease for the imposi¬ 
tion of export duty on raw materials, but the Government 
of India has not oared to accept these arguments and has 
abolished the export duty on raw skins. 

Sec. 7. The Policy of Free Trade; Its limitation. 

The doctrine of free trade is based upon the important 
fact that nature has not provided every country with an 
equal opportunity of producing any and every article that 
it requires. There are countries which have advantages 
in. certain spheres of production while there are others 
having opportunity in other spheres. Such being the state 
of things it will be to the interest of a particular country to. 
restrict its efforts to the production of those commodities 
alone in producing which it has comparative advantages. 
The same, principle should also be followed by other coun¬ 
tries. -Such restriction on the production of commodities 
by a country cannot be possible unless there is a free inter- 
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national trade between nations. Such trade will create a 
spirit of co-operation and interdependence among the differ¬ 
ent countries and the result will be that peace and pros¬ 
perity will reign in this world. The economies of production 
will increase because a country will apply her productive 
resources in those industries alone in which she has com¬ 
parative advantages and produce not only for her ownself 
but for other countries which have no advantage in those 
industries. The scale of production will thus be enlarged 
with the result that the economies derived from large-scale 
production will be enjoyed not only by the country that 
produces but by others that depend upon the former country 
for the supply of the article produced* Thus we see that 
the policy of free trade if unanimously adopted by every 
country will secure the maximum satisfaction for the people 
of the world ; but it should he noted in this connection that 
it will not be safe for a nation to adopt a policy of trade 
which knows no restriction. The different countries of the 
world are not in the same state of economic development. 
In some countries, e, g. t in Europe the industrial revolution 
commenced earlier but there are countries which are still 
in a state of transition. India with whose development we 
are at present concerned falls within the latter group of 
countries. She is just passing from the state of agriculture 
to one of industry, her industries are still infant and in 
■consequence, will be driven to the wall if the well-establi¬ 
shed industries are allowed to compete freely with them. 
There are certain industries in which India has chance of 
success provided the Government takes care to give them 
temporary protection from foreign competition. It will 
not he safe to take into consideration the present position 
■of an industry only but the fiscal policy should be moulded 
with reference to its future possibility. A country may not 
be in a position to compete with another country in the 
production of certain commodities but that does not con¬ 
clusively prove that it will remain in that state for all time 
to come* If it has natural advantages for the production 
pi a commodity its other difficulties cun be removed very 
easily when efforts are made for their removal. 

The policy of Free Trade becomes largely discredited 
when it is once found that a country 1ms natural facilities 
for success in the sphere of industry* Of course we cannot 
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ignore the advantages of an earlier start which a prosperous 
country may happen to possess but skill may be acquired, 
capital may be attracted, but other difficulties may be 
gradually overcome if for a period of time the infant indus¬ 
tries are protected against foreign competition* The argu¬ 
ment of protection receives additional support in view of 
the fact that industrial combinations and trusts have streng¬ 
thened the position of well-established industries and the 
result is that infant industries can scarcely compete with 
them in the market* 

Sec* 8. Argument for Protection in India* 

India is an agricultural country and industrialisation 
has not as yet made considerable progress* She has a large 
stock of raw materials and these she has to export in large 
quantities in order to pay the prices of manufactured 
articles that she happens to import* The foreigners though 
dependent upon India for the supply of raw materials has 
already flourished in the sphere of industry while India in 
spite of her abundant resources remains as dependent as 
ever* The economic loss which India sustains as a result 
of her back-ward ness in the sphere of industry is immense 
and makes a strong case for protection* A policy of protec¬ 
tion will no doubt bring in certain evils which the oppon¬ 
ents urge with vehemence but these will be outweighed by 
the advantages which will ultimately follow from the deve¬ 
lopment of manufacturing power in India* 

It is often argued that protection will affect the interest 
of consumers by raising the prices of articles. There is some 
truth in this argument. But a country should look not to 
the present interest only but also to the future interest. It 
is sometimes prudent to make a temporary sacrifice so that 
a permanent benefit may follow* The foreigners may supply 
commodities from various motives ; often they are prompt¬ 
ed by selfish interest to supply commodities at a price which 
is cheaper than what prevails in their own country. This 
present loss may be incurred with a view to deriving an 
ultimate gain when the industries of India have been des¬ 
troyed* Even if we assume for the sake of argument that 
they are influenced by no sinister motive would it be pru¬ 
dent to depend absolutely upon a foreign country for th& 
supply of commodities which are urgently necessary 
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national safety ? The answer is in the negative. The 
present relation between nations may not continue for ever* 
For unavoidable reasons a war may break out and the 
supply of articles may be withheld- Thus we find that the 
policy of protection should sometimes bo followed so that 
India may achieve all-round success in the sphere of 
industry and may avoid the present state of economic: 
subjection. 

Again, it has been argued as against the protective policy 
that imposition of protective duty will give rise to a spirit 
of retaliation. If India imposes protective duty upon 
foreign commodities the foreigners will likewise impose 
heavy duty upon imports from India and thus the demand 
for Indian commodities will be reduced to a very great 
extent* But 60 far as India is concerned she has the least 
fear of such retaliation because her export consists mainly 
of foodstuffs and raw materials without which the industrial 
prosperity of foreign countries will be at stake* Again, 
even if such retaliation takes place India will not be affected 
in the least because diminution in the export of raw 
materials will facilitate the development of her industries. 

It is also contended that a protective duty once imposed 
cannot be easily withdrawn* The infants will never grow old 
and stand on their own legs* The producers, again, will 
combine and thoir long purse will go to bribe the Legis¬ 
lature for retaining tho protective duty. The producers 
will thus earn handsome profit at the expense of consu¬ 
mers. This argument cannot go unchallenged* Protec¬ 
tion no doubt restricts foreign competition but if the intci- 
nal competition is kept alive the producers will not be m a 
position to derive abnornal profits by raising the prices of 
articles* Thus protection is meant for the benefit not of 
producers alone but of the whole country* 

A policy of protection will lead to the establishment 
of many new industries and to the revival of many ancient 
industries which were dying out on account of foreign com¬ 
petition* The diversification of industries which such a 
policy will bring about, will help greatly m solving the 
problem of unemployment* People will find new avenues 
of employment and earn decent incomes which will add to 

their efficiency. Again there are certain basic industries 
like iron and steel which Alien developed with the aid of 


How much 
there tear 
ol retaliation 


Protection 
will benefit 
tho whole 
country* 


Protection 
will create 
new T avenues 
of employ¬ 
ment. 



328 


A FIRST COURSE OF INDIAN ECONOMICS 


What kind of 
protection 
India 
demands 


How fat the 
protective 
policy will 
reduce the 
international 
trade 


The revenue 
duties 


protective duty will speed up the industrial progress and 
aaa to natural prosperity. 

Again, a protective policy* it has been contended would 
ciestory the foreign trade and deprive the country of the 
moral and economic benefits arising from such trade, but 
this argument cannot stand. The people of India do not 
speak of protecting any and every industry, nor do they 
say that India should make herself a self-sufficing unit 
without having commercial relation with any other country 
of the world* ^Vhat India desires is that her infant indus¬ 
tries should be protected before the free trade policy is 
adopted. The latter policy could have been without any 
qualification if the Indian industries had been on the same 
level with the industries of other countries. What India 
demands is protection with discrimination. With this limi¬ 
tation India is willing to adopt the free trade policy and to 
carry on the foreign trade. It is no doubt true that pro¬ 
tection of a particular industry must necessarily reduce the 
import of a rival foreign product ; but this reduction in 
import may be counterbalanced by a corresponding increase 
in the imports of machinery to be used in the protected 
industry* Thus the total volume of import may remain 
unaffected. It is also argued that the protected industry 
will be in a position to consume the raw materials which 
are now exported. The price-level will rise and for that 
reason India will become a bad market from which foreign¬ 
ers will cease to purchase commodities* In this way the 
export trade will diminish and this must necessarily be 
followed by reduction in import* This would happen only 
during the transition period but as soon as the industries 
are developed, the restrictions on import will be taken away 
and India's commercial relation with other countries will 

be based on natural advantages and mutual convenience* 

* 

Sec* 8(a), Protective Tariff and Public revenue. 

The Government of a country may impose import duties 
of various kinds* AH of them may not be protective in 
character. There are duties which are imposed with a view 
to earning some revenue for the State. These duties are 
known as revenue duties and do not possess the character¬ 
istic of protective duties except by accident. During the 
war time the Government of India imposed such duties 
with the object of meeting its war expenditure. Although 
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these duties were intended for the acquisition of extra 
revenue they went to encourage certain industries of India. 
Nevertheless we could not call them protective duties. A 
protective duty is levied upon a foreign commodity when 
the country to which it is imported has the natural facilities 
for producing the same but cannot now produce as eco- 
nominally as the foreign country. This duty when imposed 
will evidently raise the price of the articles so that the in¬ 
fant industries may not find any difficulty in securing 
purchasers for their articles. Sometimes the duties may 
be so high as to prevent the importation of foieigo 
goods ; in such a case the Government cannot derive any 
revenue because the duties are really effective and no 
commodities upon which such duties have been imposed are 
imported. If however, the duties are not so high, consider¬ 
able amount of foreign goods may be imported and the 
amount of revenue depends upon the quantity that conti¬ 
nues to be imported. Even when there is considerable 
income from this source w T e cannot regard the w hole of it 
as a net increase In public revenue because the imposition 
of such duties will lead, to rise in prices and higher the 
prices, the smaller will be the taxable capacity of the con¬ 
sumers, But there are other factors as well* The diversi¬ 
fication of industries 'which protective tariff will bring 
about will throw open new avenues of employment and 
thereby enable people to command docent incomes* The 
manufacturers and businessmen will earn huge profits &ud 
the revenue derived from the income-tax will be consider¬ 
able* Thus we see that it is very difficult to say dogmati¬ 
cally what influence the protective tariff will have upon the 
revenue of the State during the short period. In the long 
period protective tariff will surely bring higher revenues 
by augmenting the national dividend, reducing prices and 
increasing the taxable capacity by the people, 

Sec. 9, What policy should the Government adopt: 
Discriminating protection. 

The present miserable condition of India is due to the 
absolute dependence upon agriculture and her economic 
prosperity cannot be ensured unless and until there has 
bean a diversification of industry. The Fiscal Commission 
after studying the economic condition of India orrittxi 
'at a preliminary conclusion which may be stated in the 
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following lines '"The industrial development of India has 
not been commensurate with the size of the country, its 
population and its natural resources and that a considerable 
development of Indiae industries would be very much to 
the advantage of the country as a whole. H 

The above development cannot be effected unless the 
government protects the infant industries by imposing pro¬ 
tective duties upon foreign commodities* Now the question 
that arises is as to the nature of the protective policy that 
the government should adopt to safe guard the interests 
of Indian industries, Is it desirable that there sbould be 
out and out protection ? Out answer is in the negative. 
India has not the possibility of success in any and every 
sphere. There are certain industries in whieh India has no 
chance of success and it will be baneful to the interest of 
India if such industries are protected. So far as these 
industries are concerned Government will not have to im¬ 
pose any protective duty. It may however impose revenue 
duty if it likes to do so. But there are industries in which 
India has certain comparative advantages and these will 
ultimately flourish if proper step is taken to protect them 
so long as they are infant. This brings us to the question 
of discriminating protection as recommended by the Fiscal 
Commission. Those industries alone should be protected 
which possess natural advantages showing possibility of 
their development in future, which earmot flourish without 
protection and which must be able to withstand foreign 
competition in the long run without protection* The claims 
should be referred to the Tariff Board for consideration* 
If the Board is satisfied that the industry fulfils the above 
conditions it should make necessary recommendation to the 
Government* 

Again, in granting protection the Government should 
always be guided by the principle of minimum sacrifice* 
There is no doubt that people must have to make some 
temporary sacrifice for some permanent benefit in future. 
The protective policy should be guided in such a manner 
that the price-level will not be seriously affected by it. 
Again, the time during which protection will remain in 
force will be neither too long nor too short. The protective 
duty imposed upon foreign articles should be absoliahed as 
soon as the industry has acquired sufficient strength to face 
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the competition of cheap foreign articles. If this is not 
done the interest of the consumers will be seriously affected. 


Before granting protection the authorities must be 
satisfied that the industry has a fair chance of success and 
that it will be in a position to produce commodities at a 
cheaper price and in sufficient quantities. They should 
also take into account whether the industry is specially at 
a disadvantage because of the dumping policy w T hich the 
unscrupulous foreigners may follow for a period of time. 
This unfair means of selling commodities at a lower price 
in India should be discouraged without delay by the im¬ 
position of protective duty ; otherwise there is a gieat 
chance that Indian industries will die out* Similarly, 
bounty-fed articles may enter India and prove ruinous to 
the Indian producers. When this is detected, steps should 
be taken to impose duty upon importation of foreign goods 
and this duty should be equal to the bounty which these 
foreign goods may happen to enjoy* 


The task of granting protection is very difficult and the 
responsibility is very great. The Tariff Board to which 
claims for protection coming from different industries should 
be referred, should, therefore, consist of persons who have a 
keen sense of responsibility and are possessed of rare moral 
and intellectual qualities. They should weigh the advan¬ 
tages which protection may bring and the sacrifices which 
the consumers may have to undergo. If they are satisfied 
that industries fulfil the conditions set forth in the re¬ 
commendations of the Fiscal Commission they may propose 
a scheme of protection. Here again the Board should 
always bear in mind one important faot that if the rate of 
duty is too high it will be detrimental to the healthy growth 
of a spirit of self‘reliance and entail a serious loss yun< u y 
raising the prices. Again, the rate of duty should not be 
too small to act as a stimulant. The cost of production in 
India should be compared with that in foreign countries 
ivud the interest and convenience of the.consumersi should 
be carefully considered before the rate of duty is rixoa. 

As we cannot say that a child will earn his own bread 
after a definite number of years so wo cannot predict when 
an industry will bo able to stand on its own legs. It will 
be prudent to follow : Lain Harkriataen Hals rnaxun whioh 
runs aa follows : “Nurse the baby, protect the child and free 
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the adult,” An industry should be protected so long as 
it remains an infant. Protection is a favour which an 
industry can enjoy till it has acquired sufficient strength 
to compete with foreign industries. It should be withheld 
when the circumstances cannot justify its existence. This 
necessitates a periodical review of the position of the in¬ 
dustries made by the Tariff Board whose impartial recom¬ 
mendation regarding the continuance or withdrawal of a 
protective duty should be forthwith placed before a legis¬ 
lature which should be equally impartial and not liable to 
be influenced by particular interests. 

Another method of protecting the infant industries is to 
restrict the exportation of raw materials by the imposition 
of protective export duties. True it is that such duties 
will go to cheapen the raw materials and thereby reduce 
the cost of production. Nevertheless, the policy of imposing 
export duties stands largely discredited because it causes 
serious injuries to the producers of raw materials and throws 
the entire burden of such duties upon them, This is against 
all principles of equity and fairness. Again, the imposition 
of such duties may result in a loss of foreign market unless 
India can command the proud position of a monopolist in 
respect of the production of raw materials upon which such 
duties are imposed. 

There is another method which the Government may 
sometimes profitably adopt In order to protect the industries 
from foreign competition. This consists in granting bount¬ 
ies to the industry, foreign countries have sometimes 
been found to take recourse to this method of protecting 
industries. This method has one important advantage in 
this respect that it does not raise the price of the articles 
which the industries happen to produce. This method 
throws the burden upon the Government, The Government 
must increase its revenue by taxation in order that it may 
discharge its responsibility in this connection. Thus ulti¬ 
mately the burden falls upon the people. Again, this 
method requires an administrative machinery which is 
sometimes too costly. The Government of India has grant¬ 
ed bounties on several occasions. In 1924 certain steel ma¬ 
nufactures, steel rails and fish plates were favoured with 
the grant of bounties at certain rates. The Tariff Board 
suggested the grant of bounties on the Gement Industry but 
the Government did not accept the proposal. The Govern- 
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ment can sometimes remove the difficulties of industries by 
supplying them with necessary information concerning the 
market for their products. 

Sec. 10. Evils of protection : How it affects different 
classes. 

The imposition of protective duties upon foreign com¬ 
modities that compete with the infant industries of India 
is urgently necessary for the economic prosperity of the 
country ; but the price of the product of the industry 
protected will rise to the extent of the duty levied upon it. 
What then will be the effect of such protection upon the 
different sections of the community ? The poorer classes 
very 130 affected because their means permit 
them to consume very little of imported articles. If how¬ 
ever, an import duty is imposed upon foreign cotton goods 
they will have to suffer to a certain extent inasmuch as they 
cannot do without a quantity, however small* of such goods. 
The agriculturists may also suffer to some extent but their 
sacrifice can be reduced if protection is granted with dis¬ 
crimination. The middle classes will have to make greater 
sacrifices because they consume imported articles in larger 
quantities. It is often argued that people will earn higher 
^ages under a protective system ; but this is far from the 
truth. True it is that the system will increase the demand 
lor labour in certain industries which are protected. The 
skilled labourers will no doubt get better wages but the 
economic position of the unskilled labourers will not 
improve very much because of their over-whelming number. 
J-he price will rise considerably but the wages will not rise 
as fast as prices. There is also another evil effect which 
we cannot ignore. The protected industries will not gain 
Emch because they will be compelled to pay higher wages 
to the labourers whose oost of living has increased. The 
sacrifices which different sections of the community will 
have to make depend upon the nature of protective tariff 
which India adopts ; protection should, therefore, be granted 
’with discrimination so that the sacrifice may bo reduced to 
the lowest limit. 

Sec. 10(a). Protection and different Industries. 

, W Cotton Industry ;—During the last Great War the 
prices of cotton goods rose very high partly because imports 
of cotton goods fell greatly and partly because export of 
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cotton goods increased abnormally. This boom lasted for 
about six years. Then came a serious depression in the 
cotton industry. The demand for Indian goods in foreign 
countries fell substantially. China which was formerly the 
best consumer of Indian goods diminished her purchase 
from India. Again, the internal demand for cotton goods 
was being supplied by Japan which could afford to sell 
cotton goods at lower prices. The depreciation of Japanese 
exchange stimulated her exports to India and thereby 
affected the interest of Indian mills. The defective organi* 
sation of the mills, the unscrupulous policy of the managing 
agents, the over-capitalisation or stock-watering, wasteful 
internal competition, inefficient method of production and 
the indifferent attitude of the mill-owners towards the 
welfare of the labourers played not an insignificant part in 
bringing about a depression of cotton industry* The war 
time and the post-war boom led to over-capitalisation* 
Lastly, we cannot ignore the effect of the artificial stabili¬ 
zation of the exchange ratio at Is* 6d* upon this industry. 
The depression had been particularly acute in Bombay 
where the mills had to face the competition of up-country 
mills. 

The cotton mills of Bombay demanded protection from 
the Government which in its turn referred the question to 
the Tariff Board for consideration and necessary recom¬ 
mendation* This was done in 1926* The Board after 
suggesting how the industry could be organised on an effi¬ 
cient principle recommended that cotton manufactures other 
than yam should be protected by an addition of 4 per cent* 
to the existing duty on corresponding imports for three 
years and that a bounty should be granted on, the spinning 
of higher counts of yarn for four years* There were also 
certain other recommendations regarding the free exporta¬ 
tion of machinery and mill-stores and the appointment of 
trade commissioners* The Government, however, did not 
give effect to the recommendations concerning the imposi¬ 
tion of import duty and the grant of bounties but removed 
the duty imposed upon machinery and mill-stores. There 
was serious agitation among the mill-owners and at last 
the Government had to reconsider the question. As a result 
of this reconsideration two Acts (Cotton Yam Amendment 
Act and the Indian Tariff Act) were passed in 1927, By 
these two Acts the duty on cotton twist and yarn was fixed 
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at one and a half annas per pound or 5 per cent, ad valorem 
whichever was greater and the list of raill-stores to be 
exempted from duty was extended. The Acts were to be 
in operation till March 1930. The competition of Japan 
manifested itself in naked form and the Government of 
India had to consider the problem again. The Tariff Board 
again emphasized upon the granting of substantial assistance 
to the mill industry. The Government appreciated the 
situation of the cotton mills and with a view to affording 
adequate protection to the cotton industry passed the 
Cotton Textile Industry Protection Act in 1930. 

The Act imposed protective duties on all classes of 
imported cotton piece-goods to the extent of 15 or 20 per 
cent, ad valorem according as they %vere of British or non- 
British manufacture subject to a minimum specific duty of 
3i annas per lb. on plain grey goods of whatever origin. 
The Act also extended for a further three years the minh 
mum of specific duty of ih annas per lb, on cotton twist 
and yarn levied under the Indian Tariff Act, 1927, The 
new duties were to be in force until the 31st, Decernber T 
1933, 

The cotton mill industry received further protection 
under the Indian Finance Act of March 1931 and the 
Finance Act of November 1931. The former Act imposed 
an additional surcharge of 5 per cent, ad valorem on imported 
cotton piece-goods while the latter imposed a temporary 
surcharge of 25 per cent, on the rates then existing. In 
this way the duty upon British goods came up to 25 per 
cent, ad valorem and the duty on goods of non-British origin 
was raised to 31-1 per cent, ad valorem. The effect of these 
import duties was however neutralized by the imposition of 
import duty (10 per cent.) on imported machinery, dyes, 
and other raw materials. A duty was also imposed upon 
raw cotton imports to the extent of half-anna per pound. 

In 1933 the Safe-guarding of Industries Act came into 
force and the duty on pieoe*goods of non-British origin was 
raised from 311 per cent, ad valorem to 75 per cent. In 
accordance with the terms of In do-Japanese agreement the 
duty on Japanese piece-goods was subsequently lowered to 
60 per cent, ad valorem. As a result of the prolonged nego¬ 
tiation between the representatives of tho Japanese and the 
Indian Government a new trade agreement was arrived at. 
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This agreement introduced the linking of imports of 
Japanese piece-goods on a quota basis with the export of 
Indian raw cotton and provided for the maxium rates to 
be imposed by the Government of India on Japanese cotton 
goods. Unofficial negotiations were also made between 
Lancashire representatives and the representatives of 
Bombay mill-owners. In February 1934 the Indian /Tariff 
Amendment Act was passed* The said Act allowed the 
imposition of protective duty on non-British cotton piece- 
goods at the rate of 50 per cent, ad valorem subject to the 
minimum of 5* annas per lb. in the case of plain greys* 


The life of the Act was to expire on 31 March, 1939* 
Mody-Lees As to protection against British goods the Indians were 
Fact. given the assurance that the question would be settled 

after the expiry of the Bombay-Lancashire Trade Agreement* 
Before the expiry of the said term a Special Tariff Board 
was set up to consider the question* Lancashire sent a 
special delegate to present her case before the Board* After 
the conclusion of enquiry the Board recommended a reduc¬ 
tion of rates of duties on Lancashire plain grey goods from 
25 per cent* ad valorem or 4} annas per lb* whichever was 
higher to 20 per cent, ad valorem or annas per lb. which¬ 
ever was higher. The recommendatien was accepted by a 
notification and came into force on the 25th June 1936* 


Natural 

advantages. 


Tariff 
Board's 
recommen¬ 
dation and 
Government 
action. 


i 


(ii) Iron and Steel The economic prosperity of India 
is intimately connected with the development of this 
industry* The industry is still infant and cannot compete 
freely with the established industries of other countries 
although India has an abundant supply of iron ore and 
coal* The industry can flourish only if it is protected by 
the imposition of a heavy protective duty on foreign goods* 
The Tariff Board to which the question of protection was 
referred, recommended protection for this industry on the 
ground that the industry satisfied all the conditions laid 
down by the Fiscal Commission., Accordingly, in 1924 the 
Steel Protection Act passed* This Act increased the import 
duty on certain articles manufactured from steel and made 
provision for the grant of bounties upon steel rails, fish 
plates and railway wagons produced in India* This Act 
was to be operative for a period of three years. The engi¬ 
neering industry was protected by the imposition of higher 
duties on fabricated steel* The wagon industry was stimu- 
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lated by the grant of bounties. The manufacture of tin 
plate, steel wire and wire nails was protected by a specific 
import duty of Rs. 60 per ton. These measures could not 
give adequate protection to the steel industry in view of the 
fall in the price of continental steel and maintenance of 
the high exchange value of the rupee. The Tariff Board 
recommended increase in the protective duties but the 
Government made provision in 1925 for the grant of a 
bounty at the rate of Rs* 20 per ton on steel ingots subject 
to certain conditions. Tho Act of 1924 ceased to operate 
in April 1927, The Tariff Board, again recommended a 
further protection for seven year’s. Accordingly a Bill was 
introduced in the Indian Legislature in 1927 providing for 
the imposition of differential rates on British and conti¬ 
nental steel. The Bill was passed into Act with this safe¬ 
guard that Government would not be allowed to reduce 
the duty imposed upon British articles* In 1928 another 
Steel Protection Act was passed. This Act provided for 
maintaining a duty at 15 per cent* on wagons and under- 
frames and for the placing of all orders in India. The Act 
also provided for the imposition of a specific duty of Rs, 2 
per cwt on steel bolts and nuts* The industry has deve¬ 
loped considerably on account of the protection given by the 
above legislations but the industry is still infant and 
requires protection for several years more. In 1931 the 
Steel Industry Protection Act was passed and it imposed 
specific duty of Rs. 2i per cwt* on fish and ordinary bolts 
and nuts and another of Rs, 2 on rivets and other fasten¬ 
ings, 

The Report of the Tariff Board published in 1934 con¬ 
tained recommendations for the removal of even revenue 
duties on a wide range of steel products of British origin 
and for the levy of an excise and a countervailing customs 
duties which will make up the loss of Government revenue. 
y As a result of this recommendation tho Iron and Steel 
Duties Act was passed in 1934. The Act made provision 
for reducing the level of duties in certain cases and with a 
view to making up tho loss of revenue authorised the levy 
of countervailing duties against an imposition of excise duty 
of Rb. 4 per ton on all Steel Ingots produced within the 
country* The import duty leviable on Iron and Steel 
products has been generally increased to^ the extent of 1| 
times the excise duty leviable on steel ingots. Sometimes 
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differential ad valorem duties are imposed on British and 
non-British goods when these exceed the alternative duty 
of li times the excise duty, 

(iii) Tanning and leather industries :-“India possesses 
an abundant supply of raw hides and skins and exports a 
large quantity of them to Germany and U, S. A. The war¬ 
time boom showed the possibility of success of this industry 
but a depression came in when the war was over. The 
industry demanded protection and in 1919 an export duty 
of 15 per cent, on hides and skins was imposed with a 
rebate of 10 per cent, on hides and skins exported to other 
parts of the British Empire. The Fiscal Commission did 
not approve of this measure which could not give protection 
to the industry. The Government, therefore, reduced the 
rate of duty to 5 per cent, and abolished the 10 per cent, 
rebate in 1923. As a result of the recommendation made 
by the Fiscal Commission and the Taxation Inquiry Com* 
mittee for the abolition of this duty on raw hide the 
Government proposed the abolition in the Finance Bill of 
1927 but the Assembly rejected the proposal. The export 
duty on hide was abolished in 193d and that on raw skin 
was abolished in 1935. 

(iv) Chemical industries 1 The chemical industry may 
be called a key industry in view of the fact that its pro¬ 
ducts are used in almost all industries and that its import¬ 
ance in connection with national defence cannot be exagger¬ 
ated. The success of these industries depends upon the 
supply of certain essentials such as sulphuric and hydro¬ 
chloric acids, nitric acid, sodium carbonate, caustic soda, 
lime, fuel and chemical plant at cheaper prices. India has 
no doubt an abundant stock of these heavy chemicals but 
her chemical industries have to face the competition of 
powerful European combines. Again, she cannot claim an 
advantageous position with respect to fuel and plant. This 
makes a strong case for protection. The question of afford- 
ding protection to the heavy chemical industries was 
referred to the Tariff Board in 1928. The Board examined 
the position of these industries and submitted two reports 
one dealing with the magnesium chloride and the other with 
the group of chemicals the basis of which was sulphuric 
acid. The Government gave effect to the recommenda¬ 
tions of the Board by a legislative Act known as the Heavy 
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Chemical Industry (Protection) Act, 1931. The said Act 
provided that the duties imposed upon the latter group of 
chemicals were to remain in force till the 31st March 1933 
while a protective duty of Rs* 1-5 per ewt, imposed on 
magnesium chloride would remain in force for a period of 
seven years ending on the 31st March, 1939* The Chemical 
Drugs and Medicines in general have to pay preferential 
revenue of 30 per cent* ad valorem on foreign goods and 20 
per cent* ad valorem on goods imported from the United 
Kingdom and British colonies* 

(v) Paper-making industry The question of protect- 
ing this industry was referred to the Tariff Board in 1924. 

They were convinced of the prospect of the manufacture recommeE1 . 
of paper from bamboo and recommended a protective duty dation* 
of one anna per pound for five years on certain classes Acfc ^ 
of printing and writing-paper. They recommended a loan 
of Bs* 15 lakhs to the Indian Paper Pulp Company at 
Naihati, In accordance with the recommendation ,the 
Government passed an Act in 1925 and thereby imposed a 
protective duty of I anna per lb. for seven years until 31 
March, 1932* The Act of 1925 was to expire on the 31st 
March, 1932, Before the expiry of this date the whole 
position of the industry was reviewed by the Tariff Board* 

The Board marked the substantial progress of the industry 
and recommended that the protective duty should continue. 

The Board also recommended the imposition of a new duty 
on wood pulp* The Government accepted these recommen¬ 
dations and passed an Act which authorised the continu¬ 
ance of the existing duty for a further period of seven 
years and the imposition of a protective duty of Rs, 45 per 
ton on imported wood pulp. The Indian Tariff Second 
Amendment Act of 1939 levies a protective tariff of 25 per 
cent, ad valorem on wood pulp, paper for writing or printing, 
paste board and old news paper* 

(vi) Sugar industry :—Sugar industry cannot hold its 
own against foreign competition and deserves protection 
from the Government* In 1899 a countervailing Sugar 
Duties Act was passed whereby a heavy duty was imposed 
on the bounty-fed sugar of foreign countries, From 1908-09 

to May, 1935 the duty on sugar was on mi valorem basis. Specific duty 
8i&oo 1926-27 the duty has been specific. In 1931 the on Sugar. 
Tariff Board considered the claims of this industry for 
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protection and recommended a duty of Rs* 7-4 per cwfc* 
(Rs. 5-5 per maund) for seven years and Rs. 6-4 per cwt. 
(= Rs. 4-10 per maund) for eight years more. These 
recommendations were given effect to by the Sugar Indus* 
try Protection Act of 1932. The Act also authorised the 
Governor-General to increase the duty if he is of opinion 
that the duty of Rs. 7-4 per cwt. proves insufficient to cope 
with the competition of foreign sugar. In September, 1931 
an emergency surcharge of 25 per cent, was imposed so as to 
enhance the duty to Rs. 9-1 anna per cwt. (Rs. 6-10-6 pies 
per maund) in all. 

Sugar Excise Duty Act, 1934 made sugar manu¬ 
factured in Indian factory liable to an excise duty of 
Re, 1-5 per cwt. ( = annas 15-4 5 pies per maund) and 
imposed a duty of 10 annas on Khandsari sugar. The Act 
was severely criticised on the ground that it would go to 
raise the price of Indian sugar and stimulate the sale of 
foreign sugar in India. 

By the Finance Act of 1938 the excise duty on sugar 
other than Khandesari was raised to Rs. 2 and on Ehande- 
sari sugar to Rs. 1-5. (In 1940 the excise duty was raised 
from Rs. 2 to Rs. 3 per cwt.) The import duty on sugar 
was raised from Rs, 9-1-0 per cwt. to the rate at which 
the excise duty for the time being leviable on sugar other 
than Khandesari or palmyra plus Rs. 7-4 per cwt. In 
1939 the Sugar Industry Protection Act was passed. This 
retained the import duty on sugar at the reduced rate of 
Rs* 642-0 per cent, in place of Rs. 7-4-0 per cent. 

The industry is suffering greatly on account over-pro¬ 
duction. The surplus stock amounted to 4 lakh tons in 
1939-40. This makes a strong case for the removal of ban 
on export and imposition of a ban on imports and reduc¬ 
tion of cost by lowering the excise duty and prices of cane. 
In view of these difficulties the industry has been granted 
a temporary relief in respect of one rupee of the excise duty 
of Re. 1-7-6, per maund on all sugar manufactured during 
the past season and remaining unsold on the 25th August, 
1940. 

(vii) Other indmtries :—We have discussed the ques¬ 
tion of protection with reference to the principal industries 
and the steps that the Government has taken in order to 
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protect them. There are several other industries which 
have been the subject'matter of enquiry by the Tariff Board, 

Another important industry to winch tlm attention of 
the Tariff Board was drawn is the Match Industry* This 
Industry is con trolled by the Swedish combine and the 
Tariff Board did not recommend for the protection of Indian 
concerns against this foreign company* The Board how¬ 
ever, recommended the imposition of protective duty so 
that the foreigners might not destroy tills infant industry 
of India* In 1928 the Match Industry Protection Bill 
was passed* 

The Protective Duty imposed upon foreign matches 
varies according to the number of matches contained in a 
box or booklet* It is 10 annas per gross of boxes or book¬ 
lets containing not more than 40 matches in addition to 
the excise duties imposed by the Matches Excise Duty Act 
of 1934* In 1937 matches in boxes containing not more 
than 40 matches per box had to pay Be* 1-10 per gross 
of boxes. 


Match indus¬ 
try. The 4 Act 
of 19528* " 
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Sec, II* A Scheme for InteMmperial Preference: 
Its Aims and Objects* 


By the expression " In ter- Imperial Preference 1 ' we mean 
nothing more than a differential treatment to be accorded 
to the countries within the British Empire so far as the 
international trade is concerned* This scheme came for 
the first time out of the fertile brain of Sir Joseph Chamber- 
lain. The object of this scheme was to turn the whole 
British Empire into a self-sufficient unit free from any 
economic subjection* Again, the formulation of this scheme 
had been to some extent due to the unsympathetic treat¬ 
ment that exports from England received from foreign 
countries* England followed the principle of free trade and 
did not impose any duty upon foreign goods other than that 
for revenue purposes merely ; but the foreigners imposed 
heavy duties upon British commodities with a view to 
protecting their industries. This want of reciprocity was 
one of the causes that brought the question of Imperial 
Preference into prominence. Again, we cannot ignore the 
political motive that lies behind the scheme. If each part 
of the British Empire treats the other parts more favour¬ 
ably than it treats the foreigners, evidently there will 
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develop in course of time, a sense of unity and solidarity 
and this commercial unity will ultimately facilitate the 
political progress of the whole Empire, 

The above scheme suggests that Tariff policies of the 
component parts of the Empire should be regulated in such 
a manner as to give certain preferences to Empire goods 
over foreign goods within the Empire. It recommends the 
interchange of commodities between different parts without 
any duty or with a duty which is lower than that charged 
upon similar goods imported from a foreign country. 1 he 
industries of the Empire ae a whole will thus be protected 
froim foreign competition. 


It should not however be thought that the scheme o 
Imperial preference is altogether inconsistent with the idea 
of protecting the industries of a country forming part of tlie 
British Empire from the competition of other parts, i ms 
fact will be clear if we study the resolution of the colonial 
conference of 1902. The Conference held that it was not 
possible at that time to adopt the policy of free trade 
as between the United Kingdom and its Dominions. The 
Dominions should not therefore be compelled to import 
commodities from the United Kingdom or ^from one: ano her 
wiHinnfc hnnosinf* any protective duty. The dominions 
should have P tbe right of protecting their industries from 
anv foreign competition as well as from the competition of a 
country boluded Within the British Empire. One the other 
hand the dominions would treat the commodities 
t TTnifpd Ein rt dotn more favourably by imposing 

tlutehSmmodities. Such preference would 
be given only if it does not interfere .with the economic 
interest of the country and if the United Kingdom in 
turn would agree to accord the same sympathetic treatment. 
The Imperial preference does not, therefore, mean preference 
given at the expense of the country giving the same , on 
She other hand it means a more sympa hetic reatment to 
he accorded to the countries forming the British Empire 
as against the foreign countries. Preference thus means 
nroteebion granted to the favoured country. It involves a 
sacrifice of revenue on the part of the Government and 
throws additional burden upon the consumers. 

■ The Imperial economic conference held at Ottawa in 
1932 recommends the establishment of a machinery tor 
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carrying on economic consultation and co-operation between 
the countries of the British Commonwealth so that the eco¬ 
nomic interest of every member may not be prejudiced by 
the adoption of any policy of inter-Imperial preference. n 
pursuance of the recommendation a Committee known as 
the Imperial Committee of economic consultation and 
co-operation in which India was represented by Sir Atu 
Chatterjee and Sir Pad&mji Ginwalia was set up m XWE. 
The Committee recommended that the Governments of the 
Empire should contribute annually £24,000 towards o 
financing of the Imperial Economic Committee* the Impena 
Shipping Committee and also to meet the additional ex¬ 
penditure of the Imperial Agricultural Bureau. The amoun 
of contribution in which India’s share has been fixed 
Bs. 36,400 per annum should be paid for three years with 
effect from the 1st October* 1933- 

Sec. 12. Should India adopt a scheme for Imperial 
Preference ? 

Let us now discuss the advisability of the adoption of 
this scheme by India. At the very outset we think it 
proper to state the opinion of the Fiscal Commission on the 
point. The opinion runs as follows— India cannot accep 
the principle of Imperial Preference until she has attained 
responsible government and is able to regulate her n&ca 
policy by a vote of a wholly elected legislature The reason 
underlying this opinion is that interest of India will ve 
affected unless the scheme is adopted by the will of the 
people as represented in the legislature, The question of 
Imperial Preference is vitally connected with the economic 
development of India and hence adoption of the scheme will 
be possible only when the Acts of the legislature represent 
possibly the views of the electorate. Again, the concession 
to he granted to the Empire countries should not be dictated 
by the mother country. This pre-supposea that the country 
adopting the scheme for Imperial Preference must have an 
independent legislature. 

Wa shall nest consider the economic effect that will 
follow from the adoption of this scheme by India. 11 . B 
adopts this scheme she will have to impose heavier duties 
upon manufactured commodities that are imports 10,111 
foreign countries with the result that the price o iese 
commodities will rise* The consumers of these articles will 
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have to suffer on that account. Ia the second place, it 
should be noted that the imposition of such heavier duties 
upon foreign commodities may give rise to retaliation and 
the foreigners may restrict the importation of Indian goods 
into their countries* In this way India’s export trade may 
be reduced ; but it should be remembered in this connection 
that India s export chiefly consists of raw materials and 
foodstuffs and the foreigners will think twice before Impos¬ 
ing heavier duties on such articles, Though this is true yet 
^0 cannot be sure that no retaliatory measures will be taken 
by the foreign countries* Again, the Government of India 
\wll have to sacrifice a large part of its revenue if it 
has to show such favourable treatment to the United King¬ 
dom and other countries that are included within the 
British Empire, 

The amount of benefit that India may expect to derive 
by the adoption of the Imperial Preferential scheme can be 
determined by considering the nature and character of her 
exports to the United Kingdom and other parts of the British 
Empire, The Imperial Preference brings higher benefit in 
the case of manufactured export than in the case of 
exports of raw materials or foodstuffs. If a country imposes 
higher duties on these latter kinds of things it will do 
so to the prejudice of its own economic development; on 
the other hand the lowering of such duty will sometimes 
encourage the exportation of those commodities and thereby 
retard the progress of industries of the country that exports, 
India is a country whose exports consist mainly of raw 
materials and foodstuffs. Such being the case she has not 
much to gain by adopting the scheme of Imperial Prefer¬ 
ence* Again, the gain, if any, is restricted to that part of the 
export trade which has reference to the United Kingdom 
and other parts of the British Empire. The importance of 
India's trade with British Empire is gradually declining. 
In 1930-31 her exports fell to 39'6 per cent of her total 
exports as compared with pre-war average of 41' 1 per cent. 

Thus, ultimately, India may derive some benefit from 
this portion of the trade ; hut if the whole situation is taken 
into account it will be seen that a large deduction is to be 
made out of this part of the export trade because India 
happens to have a practical monopoly so far as certain main 
items of her export such as tea, jute, eto M are concerned. 
Again, there are certain other articles of export, wheat, 
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tat. aic t in which she has her comjMtitors within the Empire 
and in oons&quenoc, she will derive little or no benefit from 
the exportation of those articles, Coming to the question of 
import we find that the adoption of this scheme will serious¬ 
ly affect the infant industries of India, The imports from 
the United Kingdom and other parts of the Empire cover 
as muoh as 50 per cent, of the total import. Such being the 
state of things preferential treatment of goods imported 
from any part of the British Empire will tell upon the indi¬ 
genous industries of India, On the other hand heavier 
duties upon foreign commodities will raise their price to the 
prejudice of the consumers. Considering ah these factors 
we find that India cannot expect to gain much if she adopts 
this scheme. These were the main reasons wliy India re¬ 
fused to join the Imperial Preferential scheme in 1903, 

There are several Indian articles which have been allow¬ 
ed to enter the United Kingdom only on payment of prefer¬ 
ential rates ; of course, such preferential treatment has not 
brought immense benefit to India still it cannot be denied 
that she has been benefited to some extent. Now the ques¬ 
tion arises as to whether India can afford to give some pre¬ 
ference in return. This leads us to the consideration of the 
manufactured articles that are imported into India from the 
United Kingdom and the nature of foreign competition to 
which the imports from the United Kingdom are subject, 
Tbe imports from England which are affected by foreign 
competition consist chiefly of machinery, motor cars, iron 
and steel, cotton fabrics, tobacco and rubber goods ; but 
preference cannot be given to each of these articles 
without prejudicing the interest of India, It should 
be borne in mind that the imposition of preferential tariff 
upon British commodities may be justified if the interest of 
India is not seriously prejudiced thereby. Proceeding on 
this principle we find that India can afford to give prefer¬ 
ential treatment to commodities like cigarettes and rubber 
without seriously affecting the interest of India. 

Sec, 13. The Policy of Imperial Preference : Ottawa 
Agreement. 

Tbe policy of Imperial Preference is not a novel idea. 
It has a long history. In the eighteenth century England 
took to this policy of granting preferences to imports of com 
from the colonies. The movement received considerable 
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force in 1895 when Joseph Chamberlain came forward with 
a scheme for constructive imperialism. Canada lowered the 
duty upon British goods in 1897* In 1900 the preference 
was raised to 33^ per cent. The other dominions com¬ 
menced to show favour to British goods in pursuance of the 
resolution passed in the Colonial Conference in 1902. 
England, however, remained indifferent and strictly followed 
her traditional policy of free trade* The great war proved 
clearly the difficulties that followed from the dependence 
upon a foreign country for the supply of necessary articles. 
The questions of Imperial solidarity and economic self- 
sufficiency came into prominence and in 1919 England made 
up her mind to grant preference to the goods imported from 
the dominions and India. In India the practice of granting 
preference to British goods existed at the beginning of the 
nineteenth century* During the Company's regime the 
British goods enjoyed preferential rates by virtue of the 
Eegulation IV of 1815 which remained in force till 1859, 
Since then India ceased to show any preference to British 
goods although she was asked to adopt the policy of prefer¬ 
ence in 1903. After the Great war the Government of India 
granted preference to empire countries by reducing the duty 
on hides and skins by 10 per cent. The question of prefer¬ 
ence was referred to the Fiscal Commission which opined 
that it would not be safe for India to adopt the policy of 
preference unless she had formed an independent legislature. 
In spite of this conclusion the Government of India imposed 
preferential duties upon the import of steel in 1928. In 
1930 preference was granted to Lancashire in respect of the 
import of cotton piece-goods to the extent of 5 per cent, The 
Imperial Conference which met in London in 1930 discussed 
the question of preference but it could not produce tangible 
results. Next came the Ottawa Conference which accepted 
the policy of Imperial Preference in 1932, All the draft 
agreements regarding preference were prefaced by an under¬ 
taking by Great Britain to enforce for another three years 
me free entry of certain empire goods provided for under the 
Import Duties Act, 1932. There were several undertakings 
made by the British Government in all these agreements. 
One is that the general ad valorem duty of 10 per cent, im¬ 
posed under the Import Duties Act on foreign goods com¬ 
peting with Empire goods shall not be reduced except with 
the consent of the Empire Governments concerned. Another 
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undertaking is that agreement with 8.11 countries shall remain 
in force for five years and if not denounced six months 
before the expiration of that period it shall continue in foice 
until six month’s notice to denounce it has been given. 

The agreement though supported by the Government of 
India could not command the support of the patriots of 
India. The nationalist press denounced vehemently tho 
terms of the agreement. In the teeth of these oppositions 
the Ottawa Tariff Bill was referred to a special committee 
of the Legislative Assembly, secured unanimous report from 
the said Committee and was passed on the loth Dec. 19o-. 
without a division, The agreement came into forco in 1933. 

This Act of 1932 which is otherwise known as tho 
Indian Tariff (Ottawa Trade Agreement) Act provided for 
the grant to the United Kingdom of a 7£ percent, preference 
on certain classes of motor vehicles and 10 per cent. Tariff 
Preference on certain other goods. The articles which were 
favoured with preferences were included in two parts iart 
YIH and Part IX. Those included in Part kill were 
charged with a standard rate of 30 per cent, with a prefer¬ 
ence of 10 per cent, for British goods. Part IX contained 
all articles on the Preferential lists which were formerly 
charged with duties at special rates which were by the Act 
given preference either by raising the previous Tate all round 
or partly by raising and partly by lowering it, the standard 
rate in no case exceeding 50 per cent, ad valorem. 

Sec. 14. Ottawa Agreement Analysed. 

We have already seen that India is an involuntary party 
to the Ottawa Agreement; Let us now measure tho profit 
and loss which follows from such agreement. Mr, Lindsay, 
the Trade Commissioner of India speaks very highly ot 
this agreement because it has, in his opinion, given ni ia 
the gift of a sheltered market in the United Kingdom. W e 
shall presently see how far this gift has been a blessing to 
ladia. 

If we review tho position of international trade of India 
before the operation of the agreement we find that the share 
of Great Britain and ber colonies began to take a downward 
course and could not in 1930-31 cover more than 44 8 per 
cent, of the total import trade and 26 per cent, of the export 
trade. The rest of the import and export trade nan 
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reference to other foreign countries* To divert the natural 
movement of trade by artificial preference to Empire goods 
cau hardly be beneficial to the interest of India* Coming 
to details we find that the so-called gift of a sheltered 
market is too heavy for India to bear, India is an exporter 
of foodstuffs and raw materials and importer of manufac¬ 
tured goods. It is to the interest of Great Britain to import 
these articles free of duty and preference to these articles 
does not bring any real benefit to India particularly when 
the other colonies of Great Britain which compete with 
India in the supply of raw materials and foodstuffs are 
favoured with the same preference. Thus in the face of 
competition of Canada and Australia in the wheat trade 
and of Ceylon in the tea trade India can scarcely hope to 
derive any benefit from the preferential duties imposed on 
wheat and tea in the United Kingdom, As regards raw 
cotton India gains nothing from preference in view of the 
fact that the United Kingdom provides no market for short- 
staple cotton and the export of raw cotton prejudicially 
affects the interest of cotton mills in India* Great emphasis 
has been laid upon linseed and other oilseeds and the 
supporters of agreement exaggerate the benefit which India 
will derive from preferential rates imposed on these seeds, 
but as England cannot afford to purchase more than 15 
per cent, of the total quantity o£ oilseeds available for 
export the profit under this item cannot outweigh the loss 
which India may happen to suffer on account of the re¬ 
taliation of the continental countries. 

On the import side we find that India has to give Great 
Britain preference on the long list of manufactured goods 
including many articles which are essentially required for 
the industrial development of India, These manufactured 
goods India can profitably purchase from foreign countries 
and preference on British goods means that India will be 
made to purchase these articles in a dear market. Again, 
if preference to British goods is secured by increasing the 
existing duty on foreign goods the prices of commodities 
will rise to the detriment of the interest of the consumers. 
On the other hand when preference is given by lowering 
the duties charged on British goods the Indian industries 
will be deprived of the protection which they deserve. The 
Government of the country will also stand to lose a large 
sum in customs revenue. Thus we see that profit which 
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India may possibly derive from tbo agreement falls far short 
of the loss which India sustains therefrom. This is also 
corroborated from an account of the balanco of trade after 
the agreement. The agreement has been in operation for 
a number of years but the position of the over-sea trade 
does not show any sign of prosperity. Our vast customary 
annual favourable balance of trade which stood at a hun¬ 
dred and fifty seyen crores in 1925-26 was reduced to a 
minus balance of fifteen lakhs of rupees. The situation had 
to be met by a heavy export of gold. The agreement has 
also proved a stumbling block in the way of that economic 
internationalism which alone could permanently restore free 
trade and the world's purchasing power. 

Sec* 15. The New Trade Agreement,, 

The Ottawa agreement could not command support 
from the Indian Public. It was denounced by the Central 
Assembly on 30th March* 1936 and came to an end on the 
L3th November of the same year ; but ponding the conclu¬ 
sion of a new treaty the preferences given by the Ottawa 
agreement remained in force. Next followed the protracted 
negotiation between the Government of India and the 
British Government for the conclusion of a new trade agree¬ 
ment and the Hon'ble Sir M. Zafrulla Khan was sent to 
London thrice to settle matters with the British Board of 
Trade, A new agreement was in the long run devised and 
on the 20th March, 1939 the new Trade Agreement was 
signed. This agreement has linked the preference to the 
United Kingdom piece-goods with the offtake of Indian 
cotton on a reciprocal graduated scale* The objective figure 
for the United Kingdom's offtake of Indian cotton has been 
fixed at one million bales and the guranteed minimum is 
6k lakha of bales* As against this export India's demand 
for British piece-goods has bean fixed at a minimum of 200 
million yards and a maximum of 400 million yards. There 
has been a considerable reduction in the value and number 
of preferences accorded by India to the United Kingdom, 
The present agreement means a substantial improvement 
of the Ottawa agreement* Only 16 per oenfc, of India's 
imports from the United Kingdom are subject to preference 
but 82 per cent, of Indian exports to the United Kingdom 
are to enjoy preference or free admission. 
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The agreement cannot claim an unqualified support from 
the unofficial circles- By the linking up of Lancashire's 
offtake of Indian raw cotton with India’s purchase of 
British goods, particularly textiles, the balance of advantage 
is undoubtedly in favour of the United Kingdom. Thisjs 
clear from the view of Mr. A. D. Campbell who says, "I 
hope! when we examine the details of the agreement we 
shall find that there is genuine scope for considerable in¬ 
crease in our trade.' 1 

The 5 per cent, reduction in duties all round cannot but 
mean a progressive reduction of the protective tariff duties 
on British manufactures. For this reason the Indian 
delegation refused to consider any reduction to less than 
15 per cent. The present agreement however allows a 
reduction up to 121 per cent, in order to ensure the mini¬ 
mum yardage of import. India s advantage in the export 
trade has been exaggerated. Of the estimated total value 
of Rs. 33 crores India will enjoy effective preference in 
respects of goods worth about Rs. 6 crores and with respect 
to the rest of value there is scarcely any effective preference. 


Questions and Answers 

Q,l. What are the peculiarities of the foreign trade of this country ? Account 
for the permanent excess of exports over imports and indicate tho effects of this 
necessity o£ increased experts on India's cnrrency poUey-^^ ^ ^ ^ ^ 

Ans. See—Oh. XIII, Secs. 4 and S. 

0 2 State the so-called infant industry argument fat protection. Is such 
protection necessary for India of today ? Would you favour the inclusion of India 
in a system of inter-imperial preferential duties ? ^ ^ ^ mQ ^ ^ } 

Ans. See— Ch. XIV, Secs. 7 and 8. 

Q. 3 . Give a general idea of India’s imports and exports and indicate in which 
direction India should cultivate her exports. (0. U, 1910). 

Aus. Sea—Ch, XIII. Sec. 0. 

Q. 4. Public opinion in India is overwhelmingly protectionist. State the 
ohief arguments on which protection is advocated for this country ; attempt a 
careful examination of Indian Protection. (G« U. 1911). 

Ana, See— Ch. XIV. Seos. 7 and 8. 

Q 5 Draw a rough statement of debits and credits of India With foreign 
countries and explain how they are adjusted,. Are.there any items on thedebit side 
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to which you might take exception as constituting a drain on the economic re¬ 
sources of India ? (C, IT* 1915). 

Ane, XIII* Sec. 2 also Chapter on Public Finance. 

®. India is called & debtor country on account of her many foreign obliga¬ 
tions* What is the nature of these obligations ? Explain the process by which 
they are discharged* (C, U + 1912). 

Ann* See—£ h. XIII, Sec* 3* 

Q* 7. Analyse India’s exports. Hence examine the arguments for and against 
protection, [C. U. 1920). 

Ads* See —Ch. XIII* Secs. 7 and S. 

Q. 8, State the probable advantages or disadvatages of the inclusion of India 
in a Scheme of Imperial Preferential Tariff ? (C. U* 1921)* 

Ans. See^ Ch* XIV* Sec* 12, 

Q* 9. Discuss the advantages and drawbacks of the imposition of protective 
duties on the manufactured imports of this country. (0, U* 1922)* 

Ann* See—Gh, XIV, Sec. 8, 

Qi 10* It is sometimes suggested that heavy duty should be levied on the export 
of food grains from India with a view to conserve India’s food supply for her own 
use. Argue the case for and against such a proposal, (C. U, 1923), 

Ans, See —Ch, XIV, Sec. 6, 

Q* 11. Examine the probable effect of a policy of protection on the economic 
condition of the agricultural population of this country, (C* XL 1924)* 

An b* Keg—Ch, XIV, Sec* 10, 

Q. 12. “In the modern era of international commerce every civilized nation 
makes a number of payments to foreign countries and receives a number of pay* 
inents from foreign countries" \ consider tho different heads under which these 
payments are made and received by India* {C, U, 1923), 

Aub, See —Ch. XIII, Seo. 3, 

Q, 13. State the circumstances in which you would decide to protect an Indian 
industry against foreign competition, What are tho different methods by which 
you could do it ? Discuss the relative merits of each* (C. U. 1930)* 

Am, See —Sees. 5 and 10, 

Q* 11. Describe the chief features of India's foreign trade and account for the 
normal excess of her export over her imports* (O, U* 1931 and 1989), 

An*. See**- -Ch, XIII, Sees. 6 and 6, 

Q. 15* Do you think that it will be to the best of interests of India that she 
should now bo included m any So homo of Imperial Preference ? Give reasons for 
your answer. (0. U* 1931)* 

Aus* Seo— Seo* 12* 

Q. 18, Give an account of tho movement for Imperial Proferouco within the 
British Empire. 

Am, See— Boo. 13, 
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Q, 17. Write short notes on the Ottawa Conference. 

Ans. See— Sec, 13. 

Q, 18. On what grounds has the policy of discriminating protection been 
adopted in India ? Take any protected industry, and show how far the policy has 
been successful. (C. U. 1936), 

Ana, Sec—Secs. 9 and 10(a). 

Q, 19. How far do you think the policy of discriminating protection by the 
Government of India is justified ? Discuss the economic ©Sects of such a policy, 
(G. U. 1934). 

Ans, See— Secs. 0 and 10. 

Q, 20. Mention the chief articles of India’s export and import trade and discuss 
their economic importance. (C, U, 1930). 

Ans. See— Sec. 8. 

Q, £ 1 . 'Our exports pay for our imports. 1 In what sense and with what limi¬ 
tations is this statement true. (G. U. B. Com, 1930}, 

Ans. See— Sec. 5. 

Q, 22, What do you understand by discriminating protection ? How far has 
this policy been successful in developing Indian industries, (C, U* 19£0), 

Ads, See^Secs, 9 and 10(a), 
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CURRENCY 

Sec. 1* Early History. 

In the primitive community use of money was unknown. 
Things were exchanged for one another. There was thus 
the barter system of exchange. As civilisation began to 
advance the disadvantages that followed from such a sys¬ 
tem of exchange were keenly felt by the people and in 
consequence, the system had to bo replaced by a monetary 
system of exchange, Evidence of various character proves, 
that India has been using money as a medium of exchange 
since the time of which we have historical record. Per- 
haps it will be no exaggeration to say that India adopted 
this system at a time when the civilized nations of the 
present world were completely ignorant of its use. The 
reference of metallic system of exchange in the Yedic 
writing as well as in the religious codes of Manu bears 
witness to the fact that metallic money was used in those 
days. 

In the Hindu period both gold and silver served the 
purpose of medium of exchange. Tho coinage of silver, 
however, began earlier than that of gold because the former, 
as the historians tell us, was more valuable than the latter 
during that time. There were other kinds of money in 
circulation. Of these copper and shells played an import¬ 
ant part inasmuch as they were used in making small 
payment. The coinage was not the sole prerogative of the 
sovereign in those days and private persons were often 
found to undertake the coinage of money. 

The Mahomed an period is remarkable for several im¬ 
portant experiments and innovations in the currency sys¬ 
tem. Tho first experiment dated as early as 1233 A. IX 
when Sultan Altamash introduced silver tankas. This 
tanka underwent certain changes during the Fathan and 
the Moghul rule, Mahamed Tughlak acted upon tho silver 
tankas by reducing it to the position of a debased coin but 
this attempt did not prove a success. Next came Sher 
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Shall who abolished all coins of lower denominations and 
substituted tanka’ by ‘rupyah Our modern rupee is said 
to have descended from rupya, the silver coin introduced 
by Sher Shah* In the subsequent period Akbar the Great 
tried his best to reform the then currency system by intro¬ 
ducing one uniform standard but his efforts were not 
crowned with success. However, it cannot be denied that 
he improved the system of currency to some extent. 
Attempts were made during this period for prohibiting 
private coinage, but although private coinage was cheeked 
the independent chiefs and princes enjoyed the privilege of 
coining money according to their sweet will and pleasure 
with the result that there were as many as 994 kinds of 
gold and silver coins in circulation when the East India 
Company came for the first time to rule over India. 

During the earlier period of the Company's rule the 
different provinces of India had different standards of 
value* In Bengal and some other provinces the silver 
standard prevailed while Madras was fortunate enough to 
maintain the gold standard with gold currency. These 
different standards of value gave rise to serious inconvenb 
ences, and the necessity of one uniform standard was 
keenly felt by the East India Company* The East India 
Company could not achieve their end at once but they had 
to proceed gradually* The first step that was taken by 
the Company in pursuance of their object was to introduce 
in Madras the silver rupee of 180 grains as a suitable sub¬ 
stitute for the Gold Pagoda* The next step was taken in 
1835 when a monometallic silver currency was introduced 
for the whole of India. The silver rupee that was made 
the standard coin in 1835 weighed 180 grains and contained 
165 grains of silver* In order to facilitate the acceptance 
of silver coin as unlimited legal tender the Company 
demonetised gold or in other words enacted that gold coins 
would not be recognised as legal tender of payment: but 
in spite of this enactment regarding the demonetisation of 
gold the Government authorised the coinage of gold mohar 
by the Act of 1835 and advised the officers by the 
proclamation of 1841 to accept the gold mohars at the 
ratio 1 : 15. This proclamation remained in force till 
1852 w T hen on account of the fall in the value of 
gold occasioned by the excessive supply of gold from 
Australia the Government had to withdraw the above 
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proclamation. This was done during the administration of 
Lord Dalhousie and thenceforward the treasury refused to 
accept gold mohairs in payment of what was due to the 
Government from the people. Thus gold mohars completely 
ceased to be legal tender of payment. The demonetisation 
of gold created a stringency in the money market and people 
prayed for introduction of gold currency. 

In 1864 a notification was issued authorising the treasury 
to accept sovereigns and the half-sovereigns at rates 1 : 10 
and I ; 5 respectively. This did not bring a gold currency 
for India. In 1866 on a representation made by the Calcutta 
Chamber of Commerce for the adoption of gold currency the 
Government appointed the Mansfield Commission. The 
Commission recommended the introduction of gold currency 
and the issue of gold coins of 15, 10, and 5 rupees. The 
Government did not give effect to these recommendations 
for reasons which they knew best. 

We have already seen that in 1835 a monometallic silver 
currency was introduced in India. Under tins system the 
silver coin was a standard coin inasmuch as its face value 
represented its bullion value. Again, mints were open to 
the free coinage of silver ; people could approach the mint 
with silver bullion in hand and get it con verted into corns at 
the mint. The value of silver rupee was therefore depen¬ 
dent upon the demand and supply of the metal. 

This system of currency continued without interruption 
till 1873 when a change came upon the demand and supply 
of silver. The supply of silver increased very much on 
account of the discovery of new silver mines. The inevita¬ 
ble consequence of this increased supply was a fall in the 
value of silver with reference to gold. Again, this fall in 
the value of silver was accentuated by the demonetisation 
of silver by civilized countries like Germany, Sweden Nor¬ 
way and Denmark. At that critical moment the United 
States of America decided to repeal the Sherman Act under 
which the Government was required to purchase o4 million 
ounces of silver for annual coinage. For those reasons the 
rate of exchange began to take a downward course and in 
1892 the value of rupee was fixed at Is. 3 d. as against is. 
which represented its value in 1871. Such a constant fluc¬ 
tuation in the rate of exchange had its worst effect on the 
trade and industry and the Government of India was facet 
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with a great difficulty in connection with the framing of 
budget and payment of Home Charges* The Government 
of Indi^ suggested in 1878 the introduction of gold standard 
but this suggestion was not approved of by the British Go* 
vernment. The Government of India was in a very precari¬ 
ous position on account of the disorganisation of its finance 
caused by the ever-fluctuating character of Indian Exchange* 
In 1892, the Government of India, again approached the 
Secretary with a prayer for closing the India's mints to the 
free coinage of silver, A Committee known as the Her- 
schell Committee was therefore appointed so that it might 
make recommendation concerning the reform that should be 
introduced in the currency system of India* Before study¬ 
ing the recommendations of the Commission it will be 
worthwhile to summarize the evils that followed from the 
falling exehage* 

Sec. 2, The disadvantages of falling Exchange. 

(1) The Government of India suffered a great loss in 
connection with the payment of Home charges. It had to 
pay a huge amount of sterling as Home charges : but every 
fall in the value of rupee made its obligation more burden¬ 
some because such a fall had the effect of increasing the 
fixed amount of sterling which could liquidate the Home 
charges, 

(2) The Budget of the Government became a gambling 
transaction inasmuch as the Government could not* on 
account of the fluctuating character of Indian exchange 
determine definitely the amount of rupees that would be 
required for discharging its foreign obligation. The Govern¬ 
ment was, therefore, not in a position to adjust its income 
to the expenditure. 

(3) As the amount of Home charges increased in terms 

of rupees the Government had to impose additional taxes 
upon the people* ^ 

(4) The importers were affected by the falling exchange 
because every fall in the exchange meant an increase in the 
number of rupees that would be required for paying the 
price of imported commodities. Thus the import trade ab¬ 
out 74 per cent* of which had reference to gold-using countr¬ 
ies was discouraged to a very great extent. 
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(5) The felling exchange reduced the supply of foreign 
capital. This was due to the fact that the falling exchange 
consumed a large part of the profits that could be derived 
from investment of foreign capital. The foreigners in’^ested 
capital with a view to deriving a higher rate of interest ol 
profit from such investment, but on account of the falling 
exchange the huge profits derived in terms of rupees could 
fetch only few sovereigns* 

(6) The Europeans who had been serving under the 
Government of India and who received their salary in terms 
of rupees felt keenly the effect oE falling exchange when they 
had to make remittances for the maintenance of their de¬ 
pendents there or for any other purposes, 

(7) The borrowing power of the Government of India 
was curtailed to a very great extent as the falling exchange 
reduced the demand for Government securities in foreign 
countries. 

See, 2<a)* How to cope with the situation ? The 
Recommendations of the Herschell Committee* 

The HeracheU Committee which was appointed in 1892 
to find out a solution of the grave currency problem and to 
consider the Government proposal regarding the dosing 
of the mints to. the free coinage of silver and the adoption 
of the gold standard, made the following recommenda¬ 
tions :— 

(1) The mints should be closed to the free coinage of 
silver, that is to say* private persons would not get sihei. 
coins in exchange for silver bullion, but the Government 
should have the power of issuing rupees if the circumstances 
of the titne required coinage of rupees* The silver iupee 
should continue to be unlimited legal tender* 

(2) That the Government Treasuries should bo authori¬ 
sed to accept gold sovereigns at the ratio 1 : 15 in paj ment 
of revenue to the Government* 

(3) That the gold coins and bullion should be received 
at the mint at the rate of Is* to the rupee. The use of 
gold should thus be encouraged during the period of tr&uai- 
tlon with a view to speeding up establishment of gold 
standard in near future. 


Importation 
of foreign 
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hampered. 


The Europe¬ 
an Servants 
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much* 


Recommen¬ 
dations of 
Horsoholl 
Comm it toe 
summarized. 



353 


The Act of 

1693. 


The scheme 
of closing the 
mint and the 
Quantity 
Theory of 
money. 


The imme¬ 
diate effect 
of such 
closure. 


The Govern* 
ment came 
to exercise 
supreme 
control* 


A FIRST COURSE OB’ INDIAN ECONOMICS 

Sec. 8. The Currency Act of 1893 : its effects. 

The first recommendation of the Committee regarding 
the closure was given effect to by the Government by pass¬ 
ing the Act of 1893. The Act was followed by three noti¬ 
fications. The first notification provided for giving rupees 
in exchange for gold coin and bullion presented at the mint 
at the rate of 1 6d. to the rupee, The second notification 
authorised the treasuries to receive sovereigns and half- 
sovereigns at that rate and the third notification directed 
the currency offices to issue notes in exchange for gold coin 
or bullion at that rate. The object of this Act and notifica¬ 
tions was to force up the exchange value of the rupee and to 
encourage the use of gold before steps were taken for the 
introduction of a full-fledged gold standard. 

The scheme was based on the Quantity Theory of money. 
The exchange value of the rupee was then taking a down* 
ward course and the exchange value could not be raised un¬ 
less the supply of rupees was restricted. The closure of the 
mint was therefore the best remedy because it took away 
the privilege of private persons to increase the supply of 
rupees by converting the bullion in their possession into 
coins* 

The closure of the mint, however, was not followed by a 
rapid rise in the exchange value of rupee ; on the other hand 
there was a more rapid fall in Indian Exchange. This 
decline in the value of silver rupees was mainly due to with¬ 
drawal of currency from private hoards and the repeal of 
the Sherman Act. The ultimate effect of the closure of the 
mint was a steady rise in Indian Exchange and in 
1898 the exchange value of the rupee became 15*9d. The 
Government managed to raise the exchange rate to this level 
by artificially contracting the currency at a time when the 
trade was very brisk. 

The exchange value of the silver rupee came to have 
little or no reference to the value of silver contained therein. 
The face value of the rupee became higher than the bullion- 
value because of the restriction placed on the coinage of 
rupee. The Government came to have a supreme control 
over currency affairs but it could not adjust the supply 
of currency to meet the increased demand, Again, ah 
though the Government authorised the mints as well as the 
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treasuries to accept gold at the rate of Is, 4 cl, gold had not 
been mad© legal tender thereby. The silver rupee which 
was reduced to the position of a token coin continued as 
legal tender to an unlimited extent. 

Sec* 4, The objects of the Act of 1893 and the noti¬ 
fications, 

(1) The prime object of the Act of 1893 which closed 
the mint to the free coinage of silver was to restrict the 
coinage of rupees and thereby to raise the exchange rate. 
Government was very much in favour of a rise in the ex¬ 
change rate because that would reduce its sterling obligation. 
The prevailing rate at that time was about li. 2 d. and the 
Government intended to raise it to Is* 4 d. This end of the 
Government could not be realised except by shutting the 
doors of the mint against private persons demanding rupees 
in exchange of silver bullion. 

(2) The next important object was to check the supply 
of silver* As free coinage was abolished the importation of 
silver for the purpose of coinage would be discouraged in 
future, 

(3) The rise in exchange rate which would be effected 
by the closure of the mint would go to encourage the 
importation of foreign capital in India to the improvement 
of Indian industry. 

(4) The Government would require smaller amount 
of rupees for discharging its obligation in connection with 
the payment of Home charges. Such an economy in the 
expenses of the Government would ultimately lead to a 
reduction of taxation. 

(5) The two notifications by which mints and the 
treasuries were authorised to accept gold coins or bullion at 
the rate of Is, id, to the rupee would familiarize the people 
of India with the use of gold coins and thereby facilitate the 
introduction of gold standard and gold currency in India. 

See, 4(a), The objections against the closure of the 
Mint, 

The closure of the mint to the free coinage of silver was 
vehemently criticised by the Indian public. We shall now 
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discuss the main grounds on which the criticisms were 
based. 


How it affec¬ 
ted the poor. 


The difficulty 
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mill-owners. 
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(1) The poor persons were prejudicially affected by the 
Act of 1893, In India they generally invest their savings 
in silver ornaments and these ornaments are sold when they 
are urgently in need of money. Before the closure of the 
mint they could approach the mint with these ornaments 
and get them converted into rupees ; but the withdrawal of 
this privilege forced them to sell these ornaments at a price 
which could fetch smaller amount of rupees, 

(2) The Bombay mill-owners had to suffer the conse- 
quence of the Act to a great extent. They had commercial 
dealings with China and other silver-using countries and 
were paid in term of silver bullion. The silver bullion so 
obtained could not be converted into coins because of the 
closure of the mints. They had no other alternative than to 
sell the silver bullion at the market price which was lower 
than the mint price of silver. 

(3) The agriculturists also were hard hit by such an 
Act inasmuch as the rise in the exchange value of the 
rupee which was effected by the artificial contraction of 
currency in circulation had the effect of lowering the price 
of agricultural products. On. the other hand they were 
given no concession in respect of the payment of their 
rupee debts, 

(4) The closure of the mint, it was argued, would 
interfere with the progress of industries by lowering the 
price of the products. 

(5) The face value of the rupee would be higher than 
the bullion-value and the huge profit that would accrue 
from the coinage of rupees would tempt others to counterfeit 

coins. 

(6) The closure of the mint was not at all necessary to 
remove the difficulties which the Government was faced 
with during the time of falling exchange. The Government 
suffered a great loss in connection with the payment oi 
sterling obligation and the best remedy would have been to 
reduce the amount of Home charges. 

(7) The closure of the mint would make the currency 
system less automatic and thus create a stringency m 
the money-market to the detriment of trade and industry* 
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Sec. 5. The Fowler Committee and the Gold Ex¬ 
change Standard, 

The Act of 1893 which closed the mint to the free coin¬ 
age of the silver failed to raise the exchange rate immedia¬ 
tely ; its ultimate effect, however, was a rise in exchange. 
Proposals were made during this time for the introduction 
of gold standard in India. The Secretary of State had to 
appoint a Committee known as the Fowler Committee to 
consider these proposals and to make necessary recom¬ 
mendations. To this Committee were forwarded several 
schemes ; one such scheme came from Mr, Piobyn. 

(!) Prohyns scheme :—The scheme had for its object 
the convertibility of silver rupees and silver-rupee-notes 
into gold but this could not be possible unless there was 
sufficient gold fund with the Government. It was, there¬ 
fore, suggested that gold notes of the amount of Bs* 10,000 
each should be issued against gold presented to the 
Government by the people and these notes should he 
convertible into gold or rupees at the option of the holders. 
In this way a gold reserve would he established which 
would ultimately ensure the convertibility of rupees and 
rupee-notes into gold* It should be noted in this connec¬ 
tion that the scheme suggested, in essence, the introduction 
of gold bullion standard. It did not recommend the intio- 
duct ion of gold currency in India because it was thought 
that Indians would hoard gold if such system was ever 
introduced. 

The Fowler Committee to which this scheme was re¬ 
ferred rejected it on two grounds—first, the dangei of 
hoarding which was apprehended and which stood against 
the introduction of gold currency did nob appear to the 
Committee to be very great ; secondly, it was not piopei 
that the India's internal currency should consist of token 
silver coins and rupee notes for all time to come* 

Lindsay's scheme —This scheme suggested the conver¬ 
tibility of rupees into sterling at a certain fixed rate when 
payment was to be made in foreign countries where rupees 
would not be accepted. This sterling should be supplied by 
the Government by selling sterling drafts which should he 
redeemed into sterling by the Secretary of State, It also 
provided for the sale of rupee-drafts at a fixed udo m 
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London, This schema could not be successful unless there 
were sufficient funds—a sterling fund in London and a 
rupee fund in India—which would enable the Government 
to redeem both sterling-drafts and the rupee-drafts without 
difficulty. The scheme, therefore, recommended the consti¬ 
tution of a fund by a loan of £10 millions* The internal 
currency should, as the scheme suggested, consist of rupee 
and rupee-notes and they would remain unlimited legal 
tender. 


The Fowler Committee rejected the above scheme on 
the following grounds— 

(1) The permanent adoption of such a peculiar form 
of currency system was not desirable* Again, the Indian 
opinion which demanded the introduction of gold standard 
and gold currency would not look upon the suggested scheme 
with favour. 

(2) The issue of sterling-drafts to an unlimited extent 
would increase the liability of the Secretary of State and 
the fund contributed by loan might not be sufficient for the 
redemption of those drafts* 

This scheme is important inasmuch as the Government 
in its attempt to give effect to the recommendations of the 
Fowler Committee for an effective gold standard drifted 
towards a system which was based upon this scheme. The 
Government did not introduce gold standard and gold 
currency in India, on the other hand it adopted a system 
which was similar to that suggested by Mr* Lindsay and 
this system was technically known as Gold Exchange 
Standard* 

Sec. 6, The recommendations of the Fowler Com¬ 
mittee. 

(1) That the exchange rate should be fixed at Is , id* 
The exchange value of rupee was at that time Is. 4ff. and the 
Committee was convinced that it would remain so in future 
and that the adoption of that rate would not prejudicially 
affect the trade and industry. The Committee, therefore, 
recommended that the exchange-rate should be stabilised 
at that rate (Is. id). 
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(2) That the Government should be ready to exchange 
rupees for gold presented by the public and in this way 
gold would accumulate. No fresh coinage of rupees should 
be made unless and until the gold fund so accumulated is 
more than sufficient to meet the demands for gold, 

(3) That the mints should be thrown open to the free 
coinage of gold and in this way India would have the 
system of gold standard and gold currency. 

(4) That the British sovereigns should be made un¬ 
limited legal tender at the rate 1 : 15. This would have 
the effect of familiarising the people of India with the use 
of gold and would lead to circulation of British sovereigns 
in India, 

(5) That the profits derived from the coinage of rupees 
should go to constitute a fund and this fund would help 
the Government in converting rupees into sovereings ; but 
at the same time the Committee recommended that no 
obligation should be thrown upon the Government to con¬ 
vert rupees into gold. 

(6} That the rupee should continue to be unlimited 
legal tender, 

r 

See, 6(a), The Government action on the report, 
The introduction of Gold Exchange Standard. 

The above recommendations of the Fowler Committee 
were accepted almost entirely by the Government of India 
and the Act of 1899 was passed which made sovereigns and 
half-sovereigns legal tender at the ratio recommended by 
the Committee, 

Attempt was made to establish a branch of the Royal 
Mint for coinage of gold but the scheme was ultimately 
abandoned on account of the opposition of the British 
Treasury, A Gold Standard Reserve Fund was constituted 
in 1900 out of the profits of rupee coinage. An attempt 
was also made to introduce sovereigns into circulation 
but these sovereigns soon returned to the Treasury. The 
experiment thus failed and the Government was compelled 
to take to coinage of rupees to remove the stringency of 
money-market. 

Although the FowleT Committee did not accept Lindsay s 
scheme! the exchange policy of Government gradually took 
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a course which ultimately led to the establishment of the 
Gold Exchange Standard which had the following charac- 
terisfcics. 

(1) The local currency consisted of silver-rupees and 
rupee-notes. 

(2) The rupees were not necessarily redeemable in gold. 
The Government might redeem them in gold if it had 
enough gold funds with it. 

(3) The Government took upon itself the responsibility 
of providing the people with sterling at a certain maximum 
rate when people required the same for making foreign 
payments. This is the reason why the system is termed 
as gold-exchange standard, 

(4) The reserves created out of the profits of rupee- 
coinage were kept both in London and in India in order 
that the sterling-drafts and council bills with which pay¬ 
ment between England and India would be made, might be 
redeemed into sterling and rupees respectively. 

(4 a) To facilitate the convertibility of council Bills the 
Secretary of State was authorised by Act II of 1898 to 
transfer the gold proceeds of the sales of council bills to the 
Indian Paper Currency Reserve to be located at the Bank 
of England and the Government of India was authorised to 
issue notes against the gold so deposited. 

(5) The silver rupees though they were token coins, 
were legal tender to an unlimited extent. 

Sec. 7. How the Gold Exchange Standard was 
maintained. 

The Gold Exchange Standard system could continue so 
long as tlie rate of exchange could be maintained. The 
Government succeeded in maintaining the exchange rate 
by checking the fall in Indian exchange by selling reverse 
councils or sterling drafts at Is, d. When the exchange 
fell to this point the Government began to sell sterling - 
drafts and thereby provided the people with gold or sterling 
that might be required for making foreign payments. These 
sterling bills were drawn upon the Secretary of State who 
was to redeem them into sterling. Hence there was the 
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necessity of a sterling fund to bo located in London which 
would enable the Secretary of State to convert bills into 
sterling. This fund, as we all know, were created out of 
the profits of rupee coinage in accordance with the recom¬ 
mendation of the Fowler Committee. We should care to 
note in this connection that the sterling drafts, or Reverse 
councils were sold at the rate Is, 3Md., because unless the 
rate comes down to that level there would be no necessity 
for exportation of specie out of India. The Government of 
India took upon itself the responsibility of providing the 
people with sterling at the above rate when they would 
require the same for making foreign payments and thus 
prevented a fall of the exchange rate below 

On the other hand the rate of exchange could not rise 
above Is. because in that case foreigners would think The Govern- 
it profitable to export gold to India in making payments mentsold 
to India and this gold would be presented to the Govern- council bills, 
ment of India and rupees would be exchanged for gold, at 1 
Thus the supply of these rupees which were so long locked 
up in treasury would go to reduce the exchange value of 
the rupee. The same result would follow if instead of 
sending gold coins directly the foreigners purchased Council 
bills from the Secretary of State and made payment there¬ 
with, In this way a rise in the exchange rate was 
checked. 


The currency system went on smoothly till 1907 when 
on account of a serious famine in Northern India, India 
had an unfavourable balance of trade. As a result of this 
unfavourable balance Indian exchange began to fall and in 
1908 it fell below the specie point. The exchange value of 
the rupee then stood at Is. 3SIM- This heavy fall was 
partly due to the American monetary crisis. To check the 
fall in exchange the Government sold reverse council in 
sufficient quantities with the result that the gold fund in 
London was almost exhausted. The Secretary of State 
had to release gold from the Paper Currency Reserve in 
London against a transfer of rupees to the same reserve in 
India. The demand for the encashment of reverse councils 
increased so much that the Secrotary of State had to seli 
the sterling securities in the Gold Standard Reserve at a 
depreciated price. This was the first time when the Gov¬ 
ernment experienced the difficulty of maintaining the 
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exchange rate during the time of crisis. However, the 
exchange rate was again restored to Is. id. because of the 
contraction of currency that was brought about by the 
sale of reverse councils and the fall in prices leading to an 
increase in India's export in later years. The Gold Exchange 
Standard system then continued smoothly till 1916 when 
it had to give way on account of the abnormal rise in the 
value of silver. 

Sec, 7(a)* The Chamberlain Commission and its 
recommendations* 

The currency system of India became the subject of 
severe criticism and the Indian public persistently demanded 
the introduction of gold standard and gold currency in 
India. In 1911 resolution was moved in the Imperial 
Legislature by Sir Damodar Vitbaldas Thakersay for the 
adoption of gold currency. The question was referred to 
the Chamberlain Commission which began its enquiry in 
1914, This Currency Commission opined that gold currency 
was not an essential condition of the gold standard and that 
India should not encourage the introduction of gold coins in 
circulation* The Commission laid stress upon the main* 
tenance of the exchange rate and recommended that suffi¬ 
cient reserve in gold and sterling should be accumulated for 
that purpose. Other recommendations which the above 
commission made were the abolition of the Indian Branch 
of the Gold Standard Reserve and the location of the entire 
reserve in London* 

Sec. 8, The War and the breakdown of the Gold 
Exchange Standard* 

The Gold Exchange Standard went on smoothly for a 
long period of time but the Great War shook the system to 
its very foundation and ultimately caused its breakdown. 
The Government of India succeeded in maintaining the 
exchange rate till 1916 hut later on it had to leave the rate 
of exchange to its own fate* There was a beavy rise in 
Indian exchange and it became impossible for the Govern¬ 
ment to maintain the exchange rate without incurring loss. 
It is interesting to study the causes that were responsible 
for the rise in Indian Exchange during the war time* First, 
there was the favourable balance of trade for India which 
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meant that the export was greater than the import. This 
was occasioned by the excessive demand for Indian articles 
in belligerent countries. India had to provide the allied 
powers with articles that were necessary for the purposes 
of consumption and war, Again, the export trade of India 
was augmented during this time by the exportation of 
capital from India to finance the war and by the invisible 
exports of war services* The people of India actually fought 
for their sovereign and the service so rendered might be 
described as an invisible export to pG entered into the credit 
side of India. All these factors combined accounted for 
the abnormal increase of India's export during the war 
period ; the import trade of India did not increase but it 
declined greatly because the belligerent countries could not 
produce regularly the articles that they usually produced for 
other countries*. Another cause of the decline in the import 
trade was the restriction imposed by the belligerent countries 
on the importation of precious metals from them. 
This decline in Indian imports made the balance in favour 
of India very large. India therefore became a creditor 
country to the extent of the excess of her exports over 
imports. The demand for Indian bills increased in foreign 
countries and in consequence the exchange value of rupee 
rose very high. The demand for silver rupee was very 
intense but the supply of that metal diminished greatly 
duo to several causes. Th© cost of production of the metal 
increased and the internal disturbances in Mexico led to a 
great shortage in the supply of silver. Th© value of silver, 
therefore, began to rise and it rose so much that it became 
impossible for the Government of India to maintain the 
exchange rate at Is. 4d, Another important factor which 
influenced the rise in Indian Exchange was the character of 
do liar-sterling exchange during the war time. English 
sterling was depreciated in terms of gold dollar because 
Great Britain had to adopt an inflationary policy to 
meet her military expenditure. The rate of exchange 
between gold dollar and English sterling was pegged at 
$4*76 i £1 for facilitating trade between these two countries, 
but in March, 1919 the dollar-sterling exchange was left to 
its own fate and the result was that it fluctuated and 
reached as low a level as $3’40 : £1 sterling. This deprecia¬ 
tion of sterling led to a rise in the sterling price of silver 
because the Secretary of State had to pay the price of silver 
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purchased from America in terms of dollar. The silver 
contained m one rupee became more valuable than Is* id* 
and therefore its exchange value began to vary gradually 
till at last it reached the maximum point of 2s, id. in 1919* 
The Gold Exchange Standard which could continue only so 
long as the rate of exchange could be maintained by the 
Government thus broke down on account of the failure of 
the Government to maintain the exchange rate at Is. id. 

Sec* 9* War and the increased Demand for Silver 
coin. 

During the war time India had a large balance of trade 
in her favour. Tilts increased the demand for council bills 
and the council bills could be redeemed in silver rupees or 
silver rupee notes. The increased sale of council bills 
reduced the Paper Currency Reserve to a great extent and 
endangered the convertibility of notes issued against such 
reserve, Secondly, the war caused uneasiness among the 
people and they were very anxious to convert their notes 
into silver rupees. This apprehension on the part of the 
people of India was responsible for the rapid absorption of 
rupees during the war period. Thirdly, the circulation of 
courrency became less rapid and whatever money was issued 
by the Government remained in private hoards because they 
curtailed their expenditure on account of the rise in prices. 
Fourthly, the provision of banking facilities was too inade¬ 
quate for this vast country and in consequence, a largo 
quantity of metallic money was ordinarily necessary for 
exchange purposes. Fifthly, the demand for silver coin 
increased because the intrinsic value of silver contained in 
the rupee was higher than its face value and people were 
tempted to melt it in order to earn some profit, Sixthly* 
arrangement bad to be made for financing the trade of 
the Dominions with India. Lastly, the Government of 
India undertook the responsibility of incurring certain 
expenses on behalf of the British war office and it needed a 
large stock of rupees to discharge its responsibility. 

See* 10* The Measures taken by the Government* 

The demand for Indian currency increased very much on 
account of India's heavy favourable balance of trade* The 
Government could meet this increased demand for currency 
in the following ways—(l) The Secretary of State might 
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sell council bills in response to trade demands but in that 
case the obligation would bo thrown upon the Government 
of India to redeem them into Indian currency, At first 
council bills were sold in enormous quantities but it was 
found that such sale taxed very much the capacity of the 
Government to redeem them and endangered the conver¬ 
tibility of notes by reducing the Paper Currency Beserve, 
The Secretary of State had therefore to reduce the sale of 
council bills by restricting such sale to approved banks that 
were engaged m financing the articles required for military 
purposes merely* Hence these approved banks ceased to 
give any opportunity to the exporters of other commodities 
for discounting their bills of exchange. 

(2) The next method which the Government might 
possibly adopt in meeting the increased demand for Indian 
currency consisted in increasing the issue of notes against 
deposits of gold in the London portion of the Paper Currency 
Beserve ; but there was a limit to such issue of notes. The 
coinage of silver would bo necessary to increase the silver 
reserve* otherwise the convertibility of notes would be 
at stake. The government of India increased the issue of 
notes so much that it had to suspend the extra-legal 
facilities for conversion and to restrict the daily issue of 
rupees to a single tenderer of notes. (3} The third method 
by which the excessive demand for currency could be met 
was the purchase of silver for coinage in India but the 
supply of silver fell very much during that time leading to a 
rise in the value of that white metal ; again* the demand for 
silver increased very much because not only India but also 
other countries required a large quantity of silver for the 
purpose of coinage. The Government entered into a nego¬ 
tiation with the Government of the U. S. A. and purchased 
a largo quantity of silver for tho purpose of coinage. (4) 
The fourth method which the Government had to adopt to 
meet the excessive demand for currency was the opening of 
a branch of the Royal Mint at Bombay for the coinage of 
gold mohurs. (5) An economy in the use of silver was 
effected by tho issue of nickel coins of the denominations of 
2 annas, 4 annas and 8 annas. (6) The last alternative 
that was loft open to the Government of India to meet the 
excessive trade demands for currency was to borrow money 
from the public and to use that money in redeeming the 
council bills drawn by tho Secretary of State : but this 
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method could not be very much effective when the demand 
for Indian currency was very great* 

Sec- 11* The War and the Paper Currency Reserve. 

During the war time there was an increased demand for 
council hills on account of India's favourable balance of 
trade, The sale of such hills led to the withdrawal of large 
sum of rupees from the Indian portion of the Paper 
Currency Reserve, This reserve could be augmented only 
by extra coinage of rupees but the Secretary of State failed 
to purchase silver in adequate quantity partly on account of 
the diminution in the output of silver and partly on account 
of the restriction imposed by other countries on the exporta* 
tion of precious metal Again, the Paper Currency Reserve 
was reduced during that time for another important reason. 
The people of India doubted the stability of the Government 
and in conseqence there was rush for the encashment of 
paper-notes* In X9I7 and 1918 India's absorption of 
rupees was so great that the reserve fell to 11 erores of 
rupees, The runs on Paper Currency Reserve continued un¬ 
abated with the result that the reserve was at one time 
reduced to Rs* 4 erores against 90 erores of Tupee-notes. 
The convertibility of notes was then in danger- The Govern¬ 
ment tried its utmost to increase the supply of silver for 
coinage by restricting the importation of silver on private 
account and by prohibiting the exportation of silver coin 
and bullion from India, Again, arrangement was made at 
that time with the Government of the United States of 
America and as a result of that agreement the Pitman Aet 
was passed in 1919* This Act provided for the sale of 100 
million ounces of pure silver at a fixed price to the Secretary 
of State for India, The supply of silver was thus increased 
and the Government by extra coinage of rupees managed 
somehow or other to meet the increased demand for 
currency within the country* 

See* 12* The Rise in Indian Exchange : its effects* 

We have seen in the preceding sections that during the 
war time the Indian Exchange began to rise due to two-fold 
cause, viz * (1) The rise in the value of silver and (2) an 

increase in the demand for silver occasioned by the large 
balance of trade in India's favour. The Government of 
India failed to maintain the exchange rate at the pre-war 
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level and the exchange rate went on rising till at last it 
reached the maximum point in 1919, The rising exchange 
had its effect upon the export and import trade of the 
country* The export trade of India was discouraged because 
every rise in the exchange value of the rupee reduced the 
value of the exported commodities in terms of rupees. The 
exporters had to draw their bills of exchange in terms of 
£. s, d, and the rise in Indian exchange meant that their 
bills of exchange would fetch less number of rupees ; but 
the export trade of India did not decrease so long as the 
demand for Indian commodities in Europe was very intense 
and the price for Indian commodities was higher in terms 
of £, s> d , When the demand for Indian commodities from 
European markets fell the export trade began to take a 
downward course. The import trade of India would be 
encouraged by the rise in exchange inasmuch as importers 
would have to part with smaller amount of rupees in paying 
the price of the imported commodities in terms of £. s, d , 
but the import-trade would not increase at once because the 
importers would postpone their purchase with a view to 
deriving higher profits. Stimulus to the import trade and 
discouragement to the export trade would ultimately lead 
to an equilibrium between export and import trade. 

The importation of the foreign capital into India would 
he hampered because more sovereigns would be required to 
make a fixed amount of investment in terms of rupees and 
every rise in the value of English sovereign which might 
possibly happen in future would reduce the investment 
when the date of repayment would come : on the other 
hand the rise in Indian Exchange would stimulate the ex¬ 
portation of capital from India because smaller number of 
rupees would be necessary to make a fixed investment in 
terms of sovereigns and when the exchange value of sove¬ 
reign would rise in future the investment would fetch larger 
amount of rupees. 

The consumers would not derive much benefit from the 
consumption of imported commodities because the fall in 
English exchange would lead to a rise in prices in £, s. d. 
Again, the Indian exporters would raise the price of the ex¬ 
ported commodities in £, s, d> and this would influence the 
internal prices of commodities* The Europeans in India 
having their income in rupees would gain much when 
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remitting a part of their income to their native countries for 
the maintenance of their dependents there because they 
would have to part with smaller number of rupees in making 
the required amount of remittance. 

The Government of India would gain much in the 
matter of payment of Home charges because such obligation 
could be discharged during rising exchange with smaller 
amount of rupees. 


Sec, 13, The Gold Standard Reserve, 


The Reserve 
was neceas* 
ary because 
the exchange 
rate could 
not he main¬ 
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otherwise- 


The sterling 
drafts. 


The Fowler committee recommended that the profits 
derived from the coinage of rupees should not be used for 
augmenting the revenue of the Government but should be 
kept in a separate reserve. In accordance with this recom¬ 
mendation a reserve technically known as the Gold Standard 
Reserve was constituted in 1900, Such a reserve was neces¬ 
sitated by the peculiar system of currency which was intro¬ 
duced in India, The Gold Exchange Standard system could 
not continue unless the Government could supply the people 
with gold at a certain maximum rate whenever it would be 
required for making foreign payment. This obligation on 
the part of the Government could not be discharged unless 
there was sufficient fund %vith the Secretary of State. The 
question of making foreign payment arose specially during 
the unfavourable balance of trade when the rate of exchange 
reached the specie export point 1$, 3||d* It was during this 
time that the Government of India used to supply people 
with gold or sterling by selling what was known as sterling 
drafts. These sterling drafts were drafts issued upon the 
Secretary of State for India and in consequence threw upon 
him an obligation to redeem them in terms of sterling ; but 
the Secretary of State could not discharge his responsibility 
in this connection unless he was provided with sufficient 
amount of sterling funds in London, The location of Gold 
Standard Reserve Fund in London helped the Secretary of 
State in redeeming the sterling drafts into sterling. 


Hqw the 
reserve was 
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The whole fund was kept in London and some portion of 
it was invested in British securities till the year 1906 when 
the Government of India decided to keep a portion of the 
reserve in India in terms of silver. Again in the year 1907 
it was decided that half of the profit from coinage of rupees 


CURIUlNCY 


373 


should be used for capital expenditure on Railways and in 
pursuance of this decision near about £1 million was spent 
out of the profits from coinage for Railway purposes ; but on 
account of the diminution of the reserve the decision was 
soon reversed. The Indian portion of the Reserve continued 
to exist till 1914 when in accordance with the recommenda¬ 
tion of the Chamberlain Commission it was abolished and 
the whole reserve was transferred to London. The Currency 
Commission that was appointed in 1919 recommended that 
a portion of the gold held in Gold Standard Reserve should 
be kept in India* Since 1921-25 the total Reserve has been 
kept at £40 millions and the excess over £40 millions was 
spent in 1951-22 in cancelling the created securities and 
since 1922*23 had been transferred to the general revenue of 
the Government, The Hilton Young Commission recom¬ 
mended an amalgamation of the Gold Standard and Paper 
Currency Reserves and a statutory provision as to the com-, 
position and proportion of the combined reserve. The 
Reserve Bank of India Act, 1934 secured unification of the 
two reserves, prescribed the composition of the unified 
reserve and made provision for the transfer of the Reserve 
to the newly created Reserve Bank of India along with the 
transfer of note issue to the said Bank, 

Sec. 14* The Criticism of the location* 

Previous to the creation of the Reserve Bank of India 
and the transfer of the Gold Standard Reserve and Paper 
Qjitroucy Reserve to the said Bank, the Secretary of State 
used to keep substantial portion of the Gold Standard 
Reserve and some portion of the Paper Currency Reserve in 
London. These reserves were sometimes mixed up with the 
cash balances of the Secretary of State and indiscriminately 
used for various purposes* Again, substantial portion of 
the Gold Standard Reserve was usually invested in long¬ 
term sterling securities to remove the stringency of London 
money-market. 

The Indian opinion vehemently criticize the location of 
the entire fund (Gold Standard Reserve) and the investment 
of it at a nominal rato of interest in London* The fund 
belonged to India but it had been used for removing strin¬ 
gency of the money-market of London while the Indian 
trade and industries were suffering greatly for want of 
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capital. It was rightly contended that the Reserve or at 
least a part of it should be kept in India and lent to Indian 
banks so that stringency of the Indian money-market could 
be removed* 

It was also argued that investment in sterling securities 
would entail serious loss in case of depreciation of sterling. 
In fact India sustained such loss on account of the deprecia¬ 
tion of sterling in recent times. 

In answer to the above criticisms the Government said 
that India had nothing to do with gold and gold had been 
kept where it was wanted. The main object of the Gold 
Standard Reserve was to provide the Secretary of State 
with fund in connection with the maintenance of Indian 
Exchange with which responsibility he had been charged 
, till the creation of the Reserve Bank. When during the urn 
favourable balance of trade for India the Government of 
India had to sell Reverse councils in order to maintain the 
exchange rate the Secretary of State was to redeem them 
into sterling and this the Secretary of State would surely 
fail to do unless ho had sufficient funds with him. Hence 
it was argued that the Gold Standard Reserve should be 
kept in London in its entirety* There is little force in 
this argument because an unfavourable balance of trade 
was a rare phenomenon in India and could be conveniently 
liquidated by transfer of fund from India. As against the 
criticism that had been advanced against the investment of 
the Reserve in sterling securities the Government of Indfe. 
said that the investment was made because the gold fund 
increased considerably and that it was useless to keep such 
a large amount of fund idle ; again, the profit derived from 
The invest- such securities went to augment the Reserve. The only 
menthas justification for investment !n London instead of in India 
augmented was the latter is lacking in short-term loan market. 
This explanation was not at all convincing. 

The location of the Reserve in London was also support¬ 
ed on the grounds that the United Kingdom was the 
principal customer of Indian goods and London was the 
monetary centre of th© world. The location of the Reserve 
in London would therefore help greatly in the discharge 
of Indian's foreign obligation. 
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Sec, 15, The various recommendations on the Gold 
Standard Reserve, 

The various currency commissi oris that have been 
appointed in India to make recommendations on the 
currency system have not failed to make certain suggestions 
as to the constitution of the Gold Standard Reserve. We 
shall have a brief summary of such suggestions* 

The Chamberlain Commission of 1913-14 recommended 
that gold portion of the Reserve should he raised to £10 
million by transfer of gold from the Paper Currency Reserve 
and that the Government should miss no opportunity to 
raise the Reserve (in gold) to £15 millions and after that 
one-half of the total reserve in actual gold would he suffi¬ 
cient, It was further recommended that the entire reserve 
should be kept in London and the profit of the rupee coinage 
should be credited to the reserve in its entirety. 

The Babington Smith Committee (1919-20) did not 
define the limit to which the Gold Standard Reserve should 
he raised hut recommended that the fund should not be 
invested in long-term securities and that the investment 
should be made only in securities issued by any Govern¬ 
ment witbin the British Empire other than the Government 
of India and having a fixed date of maturity not exceeding 
12 months. This Committee also recommended that a 
portion of the Reserve should be kept in India. 

The Hilton Young Commission of 1926 recommended 
that the Paper Currency and Gold Standard Reserve should 
be amalgamated and the proportions and composition should 
be fixed by statute. 

See. 16. The Rise in Exchange and the Babington 
Smith Committee. 

In the preceding section wo have seen how the abnormal 
rise in the rate of exchange led to tho break-down of the 
Gold Exchange Standard. Thus when the war was over 
we found tho Indian Exchange in a fluctuating condition. 
Such an uncertainty in India's currency system was pre¬ 
judicial to tho interest of trade and industry and in conse¬ 
quence, tho Secretary of State appointed a committee 
known as the Babington Smith Committee to devise means 
for restoring stability to the rupee and for re-establishing 
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automatic working of the Gold Exchange Standard system* 
The Committee rejected the proposals for reducing the 
fineness or weight of the silver rupee and similar other 
proposals and finally decided to fix the exchange value of 
the rupee at 2s. gold. The stabilisation of the exchange 
rate at such a high level was based on the prevailing value 
of silver during that time. The Committee also suggested 
the means that should be taken by the Government if the 
value of silver rises above the parity of 25. gold* Such a 
stabilisation of the exchange rate would materially help the 
Government in meeting its Home charges and would not* 
as the Committee held* prejudicially affect the trade and 
industries of the country* The export trade would not, 
according to the opinion of the majority of the members, 
suffer much because there is a keen demand for Indian 
raw materials in foreign countries. No doubt the import 
trade would be stimulated but the majority of the mqpbers 
opined that this stimulus would be transitory in character 
and would not seriously hamper the progress of Indian 
industries* The prices of the imported stores and machi¬ 
nery would fail in terms of rupees and this would go a 
great way in lowering the cost of production. The Govern¬ 
ment, therefore, should try its utmost to maintain the rate 
of exchange at 25, (gold) by selling reverse councils during 
the time when the Indian Exchange would show a sign 
of weakness. This 2s, (gold) ratio was recommended by 
the majority of the members of the Commission but a 
Note of Dissent was written by Sir Dadlba DalaL In this 
note Sir Dadiba Dalai stated in clear terms the serious 
consequences that would follow from the stabilisation of 
2-s. gold rate and recommended the restoration of the 
exchange to pre-war level, i,e., Is* 4 d. The 25, (gold) rate 
would bring about dislocation of trade and industry and 
turn the balance of trade against India by discouraging her 
exports. The reserves of the Government now kept in gold 
and sterling would depreciate in terms of rupee. He was 
against the sale of council bills is response to demand of 
trade and suggested that the sterling drafts should be sold by 
the Government of India at the pre-war rate, i*e, f Is* 3§fd, 
He appreciated the defects inherent in the Gold Exchange 
Standard and recommended the introduction of a gold 
standard with gold currency* All these recommendations 
were ignored and the Government accepted the 25* gold 
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rate as recommended by the majority. The sovereign was 
made legal tender at Rs, 10 by the Coinage Amendment 
Act of 1920* The Treasuries and Currency offices wore 
authorised to accept sovereigns and half-sovereigns at the 
rate of Rs* 10 and R$, 5 respectively but as the market 
price of sovereign was higher than the above rate the 
sovereigns were never available in currency at the new rate. 
The sale of council bills and reverse councils was authorised 
at the new rate. The Government by means of notifications 
withdrew the ban on the melting of silver and gold coins 
and at the same time allowed the importation of silver into 
the country* The Gold Exchange Standard system was 
thus again re-established ; but the rate of exchange was 
this time fixed at a higher level because of the recommen¬ 
dations made by the Commission in their report. 


Sec, 17, Why the exchange could not be maintained 
at 2b, gold ? 

Though the Government of India accepted the 2s* (gold) 
rate and attempted to maintain the exchange rate at the 
high level its efforts in this connection were not crowned 
with success* The market price of gold did not fall so 
much as to permit the stabilisation at 2s. gold. In the 
market the value of gold per tola was near about Es. 21 
while if the Government sold gold at the rate of exchange 
fixed by it t it would have to supply per tola of gold at about 
Rs, 16. Such a transaction meant a clear loss to the 
Government* The demand for remitting gold to London 
increased very much because the speculators anticipated 
that the rate of exchange could not be maintained at the 
high level and therefore it was proper time for taking 
advantage of the favourable rate at which the Government 
agreed to supply gold. The war-time profits earned by the 
businessmen tempted certain sections of the people to float 
new business and to import machinery for that purpose. 
The demand for remittances abroad increased abnormally. 
The reverse councils were sold by the Government in 
response to the heavy demand for remittance. This resulted 
in an enormous loss of the gold resources of the Govern¬ 
ment and ultimately the Government had to abandon the 
2s. gold rate. The next attempt of the Government was 
to maintain the 2s, sterling rate but this attempt also did 
not prove successful. The reserves kept in London were 
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reduced to great extent by this unsuccessful attempt on 
the part of the Government to maintain the exchange rate 
at this high level. The public opinion in india vehemently 
protested the adoption of such policy which meant a loss 
of gold reserve of the country. The sale of reverse councils 
was also unjustifiable because that step should only be 
taken during the unfavourable balance of trade. The sale 
of reverse councils from January 1910 to September of that 
year amounted to £55 millions (approximately). 

Sec, 18, How the Indian Exchange fell and how it 
was raised ? 

We have seen in the preceding section how the Govern¬ 
ment incurred a heavy loss in attempting to maintain the 
theoretical gold value of the rupee. The Government there¬ 
fore had to abandon its attempt in September 1920, But 
this artificial maintenance of the rate had its worst effect 
upon the foreign trade of the country. The export trade 
was discouraged and there was a stimulus to the import 
trade. Again, during that time the export trade declined 
greatly for other causes. There w T as a failure of Indian 
monsoons which brought about a failure of harvests. 
At tbe same time demand for India's commodities from 
Europe and Japan fell very much. Thus there was an 
appreciable diminution in the export trade of India and the 
net result was a balance of trade against India. In 1921-22 
the unfavourable balance became as large as Rs, 36 crorea 
(approximately). This led to a fall in exchange. Again, 
the price of silver began to take a downward course during 
that time. And on account of these two causes the ex¬ 
change rate fell below 2^, gold or Is* 3d* (sterling) in 1921, 
The Government of India tried to check the fall by contract¬ 
ing the circulation of paper currency but this could not 
improve the currency situation. The rate of exchauge could 
not be maintained and 2s. (gold) ratio which was adopted 
by the Government in accordance with recommendation of 
the Babington Smith Committee became ineffective. It 
should be noted in this connection that the Committee 
committed a great mistake in recommending the 2s« (gold) 
rate. The committee did not take into account one import¬ 
ant cause of the rise in Indian Exchange, m., the greater 
rise in sterling prices as compared with the rise in rupee 
prices. Ror this reason tbe 2s. (gold) rate as recommended 
by the Committee meant overvaluation of the rupee and 
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couid riot be maintained during the post-war period when 
the sterling prices began to fall more rapidly than the 
Indian prices. Such a failing exchange prejudicially affected 
the import trade of the country and increased the sterling 
obligation of the Government of India, The Government 
also suffered substantial losses in selling the sterling secu¬ 
rities the sale-proceeds of which were used in re-deeming 
the huge amounts of Reverse Councils, One important 
cause of this heavy fall in the exchange value of the rupee 
was the redundancy of the currency in circulation. During 
the war time the currency was inflated to the utmost point 
by the issue of notes against created securities and by the 
increased coinage of token money. Such an increase in 
circulation was necessary during the Avar time when the 
trade was brisk, but after the war was over, the trade boom 
began to pass away very rapidly and as a result of the 
reduction in the volume of trade the inflation of currency 
manifested itself in prominent form. This led to a fall in 
the value of rupee and rise in prices. When the Govern¬ 
ment came to realise the root cause of the falling exchange 
it attempted to check such fall and to raise the Indian ex¬ 
change by suspending the purchase of silver and the coinage 
of rupees for a period of time. The restriction in the coinage 
of rupees improved the currency situation and the exchange 
rate began to rise gradually. It reached the pre-war level 
(is. 4 d.) in 1923 but this upward tendency continued and 
in 1924 the exchange value of the rupee was equivalent to 
Is. 6 d. sterling. The rise in Indian exchange did not stop 
there but continued till March, 192G when the rate of ex¬ 
change reigned in the neighbourhood of Is, gold for a 
considerable period of time* This rise in the exchange rate 
which was brought about by the artificial contraction of 
currency and the favourable balance of trade since 1922 was 
conducive to the interest of the Government and hence it 
was very anxious to have the exchange rate stabilised at 
Is , 6 d. ratio. A Royal Commission on Indian Exchange 
and Currency of which Mr. Hilton Young was the president 
was appointed in 1925 to examine the currency system as 
it stood during that time and to make necessary recommend¬ 
ation for its reform* 

Sec* 19, The defects of the Gold Exchange Standard* 

The Gold Exchange Standard system is not the best 
monetary system that can be profitably adopted by India 
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because of certain inherent defects. These defects can be 
discussed in the following manner 

The first defect that exhibited itself in the operation of 
this peculiar system of currency lay in the fact that the 
system required a good deal of management on the part 
of the Government ; hence this system on currency was 
vitiated by all the defects of a managed currency ; but there 
were authorities who highly spoke of such a system and 
regarded it as automatic as the currency system of the 
United Kingdom. The Chamberlain Commission denied 
that the Government had any power to manipulate the 
currency for its own ends and add to the active circulation 
of the currency except in response to the public demand. 
Mr. Keynes also held the same view and protested against 
the idea that the Government manipulated the currency and 
was responsible for any evil accruing from such manipula¬ 
tion, He contended that in case the Secretary of State 
ceased to sell council bills in response to the demand for 
trade, sovereigns would be imported into India and presented 
to the Treasury for redemption and the effect on the volume 
of circulation would be the same. The argument was falla¬ 
cious, True it was that the Secretary of State sold council 
bills in response to demand for trade ; but did that demand 
represent the whole volume of trade ? Did the whole volume 
of trade increase necessarily in proportion to the external 
trade with reference to which the council bills were sold by 
the Secretary of State ? The answer was in the negative* 
Now since the Secretary of State sold council bills and ex¬ 
panded currency in response to a part of the trade which 
was external and not in response to the total volume of 
trade which might not increase in proportion to the exter¬ 
nal trade, the system of currency increased sometimes the 
total purchasing power much more than an automatic 
system would do. 

Similarly, the Gold Exchange Standard system had been 
less automatic in the reverse direction. Under this system 
rupees were not convertible into gold inside the country, 
nor were they convertible externally except in the case of 
fall in exchange when the Government sold reverse coun¬ 
cils. But we should care to note in this connection that 
character of exchange depended on many factors other than 
the conditions of external trade. There might be depres -1 
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sion of trade and redundancy of curroncy and yet heavy and 
continuous borrowing on the part of India might reverse 
the tendency to weak exchange and render the sale of 
reverse councils unnecessary. 

Again, the management of the Indian Currency system 
impeded the automatic working of the "natural corrections 
to favourable and unfavourable exchange/' We know how 
exchanges in gold standard countries having free market for 
gold are automatically adjusted to the international price- 
level* If the price-level is higher in one country there will 
be an excess of import over export and gold will flow out 
of the country for the payment of the prices of the surplus 
import. In this way the volume of currency is adjusted 
to the international price-level. The case of India was 
different because of the less automatic character of its 
currency system* 

The price-level of India did not correspond to the inter¬ 
national price-level* During the period 1920-22 prices fell 
heavily in America, England and many other countries but 
in India the fall was not so extensive. The reason of this 
contrast was easy to seek. Here in India there was no 
easy and satisfactory method of withdrawing currency from 
circulation. The system was in a way responsible for 
internal instability of prices* 

It is important to notice, in this connection, the rela¬ 
tion which subsisted between the Gold Exchange Standard 
and the hoarding of precious metal with which habit the 
Indians had been imputed often with some degree of exagger¬ 
ation from the European quarters* India had been desig¬ 
nated as "sink of precious metals/’ We admit that there is 
a degree of truth in this remark* But the Indians were not to 
blame for this habit of hoarding. It was the outcome of the 
currency policy* The standard of value in India was a token 
coin which was also unlimited legal tender* People who 
in some way or other managed to pro euro gold (metal 
or coins) did not invest the same because they had not the 
option of being repaid in gold* Again, the standard coin 
should have stability in purchasing power. In India the 
rupee which was token ooin was not endowed with stable 
purchasing power, A rise in price was inevitable if a rise 
in the exchange value of the rupee was to he prevented 
during the favourable balance of trade. 
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Again, the adoption of the Gold Exchange Standard had 
been responsible for the accumulation of reserves in a 
foreign country for the purpose of being used once in a 
decade when the unfavourable balance of accounts had to 
be liquidated. Again, the locking-up of the reserve in 
separate vaults for separate object had the effect of with¬ 
drawing this rauch-neeed funds from the capital market 
of the country. The control of currency and credit had 
not been placed under a single authority. In India the 
Government controlled the currency system but the credit 
system was controlled by the Imperial Bank. This division 
of responsibility necessitated duplication of the reserves. 
The system was far from being simple and was not readily 
intelligible to the uninstructed public, 

The system threw upon the Government the respon¬ 
sibility of managing the remittance businesses. Often the 
management was attacked on the ground of inefficiency 
and the Secretary of State had been charged with interested 
motives for withdrawing unnecessary fund from India for 
the benefit of London borrowers. 

It is interesting to quote in this connection several 
remarks that have been made on the nature and character 
of the Gold Exchange Standard by eminent authors. The 
Gold Exchange Standard" says Nicholson, ‘is available 
only for dependent countries, in short, it is ^ not monetary 
system but a connecting link between an isolated market 
and the broader market to which it looks for support. 

Sir Robert Giffen made the following remarks on Mr, 
Lindsay's scheme on which the Gold-Exchange Standard 
system is based. ‘‘No doubt these schemes in fair weather 
times and for a certain time might work but I do not think 
that they can be depended upon permanently." The Indian 
currency has proved to be only fair-weather currency. 

The system was far from being simple and the basis of the 
stability was not easily intelligible to the public. The system 
was also expensive because it contained a valuable token 
coin which could be conveniently replaced by P&P 9 * 
notes, 
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Sec. 20, Arguments in favour of the Gold Exchange 
Standard. 

Several arguments have been advanced in favour of the 
Gold Exchange Standard and it will be interesting to note 
these arguments. 

(1) Stability of Exchage is of pre-eminent importance 
for foreign trade and the constant fluctuation of exchange 
rate will prejudicially affect the volume of such trade. The 
Government interests the interest of the fixed salaried 
people who remit money from India and the interest of the 
capitalists, who send capital to India for investment will 
suffer greatly if the rate of exchange does not remain stable. 

The future sale of bills as remittances is only a second- 
rate protection afforded to the merchants but other classes 
cannot be protected permanently by this method. 

(2) So long as the world conditions are unstable we 
cannot have both stability of exchanges and stability of 
prices at the same time, 

(3) Even under the Gold Exchange Standard India can 
obtain the necessary gold that she requires, 

(4) The Gold Exchange Standard is really a gold 
standard supported by the Gold Reserve and for gold stan¬ 
dard the circulation of gold currency is not necessary. 

(5) A judicious operation of the Gold Exchange Stan¬ 
dard would free it from all the defects experienced in the 
past as a result of mismanagement. 

(6) The present state of economic education of the 
people will not permit the adoption of gold standard satu¬ 
rated with gold currency, 

(7) There is economy in the cost of home currency. 
Precious metal like gold is not used for currency purposes 
and the profit of rupee coinage is kept in a gold reserve 
which again has been invested mainly in securities. 

(8) Stability of exchange with gold countries within 
government limits can be secured easily ; as a device for 
exchange stability it is better than bimetallism or any 
other system. 
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(9) The Gold Exchange Standard may be easily and 
wisely managed by the Central Bank, 

Mr, Keynes highly speaks of tbe merit of the system. 
In his book on “Indian Finance and Currency'’ his appre¬ 
ciation of the system runs thus :— u In the Gold Exchange 
Standard and in the mechanism by which this is supported, 
India is in the forefront of monetary progress but the 
theoretical merit of the system can be understood only by 
tbe intelligent students of Economics and not by the general 
public. 

Sec. 21. Why the Government has not introduced 
Gold standard with Gold currency in India ? 

In India agitations have been made since 1864 for the 
introduction of gold currency. The Indians appreciate 
fully the advantages that can be derived from such a system 
of currency but the Government has been always regular 
in rejecting their legitimate demand. The two earlier 
committees on Indian currency, vis., the Herschell Committee 
and the Fowler Committee were in favour of the introduc¬ 
tion and circulation of gold coins in India. The Govern¬ 
ment, however, agreed to introduce gold coins for a period 
of time by authorizing the currency officers and the post 
offices to issue sovereigns for making payment. The 
amount of sovereign thus thrown into circulation was 
too insignificant for a vast country like India and as 
these sovereigns did not return to the treasury in full the 
Government at once came to the conclusion that India 
could not use gold coins with profit. Hence the policy 
of introducing gold coins was stopped. 

Next agitation was made in the year 1912 when Sir 
Yithaidas Thakersay moved a resolution recommending the 
mints to be thrown open to the free coinage of gold. In 
moving that resolution he summarized very nicely the 
arguments that could be advanced in favour of gold curren¬ 
cy. Another vigorous agitation was made during that time 
by Mr. Webb. The Chamberlain Commission which fully 
discussed the advisability of the introduction of gold 
currency in India finally recommended against such cur¬ 
rency but still the Commission added that there could 
possibly be no objection against the introduction of gold 
currency in India if such a system was genuinely demanded 
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by (bo Indiana and the Government was in n position to 
meet (be expanses incidental thereto. 

The Babingtoti Smith Committee of 11)39 re common tied 
that (be issue of gold coins in moderate quantities should 
be one of the methods of mooting the increased demands for 
currency. The Committee, however, did not support tire 
increased u»e of gold which would supplement the use of 
silver and reduce tlie pressure upon it. 

The Hilton Young Commission rejected the proposal for 
a gold standard with gold currency for the following 
reasons 

(1) It will lead to Jail in world prices ; the demand for 
gold will increase very much and tho European countries 
will suffer greatly as gold is required in those countries for 
the purposes of reconstruction, India will not remain 
unaffected by such a fall in gold prices, 

(2) It will not check the hoarding habit of the people 
and gold will remain in private hoards unless the infusion 
of banking facilities has led to the growth of a habit of 
making investment, 

(3) The use of gold currency will reduce the demand for 
silver and lead to fall in its value, 

(4) The savings of the poor which are usually made in 
terms of silver ornament will depreciate in value to the 
extent of 50 per cent* No effort of the Government will 
succeed in maintaining the present value of the silver 
artificially. 

(5) China will be surely hard hit by such a currency 
policy of India and will hasten towards the adoption of 
of gold standard and gold currency and the result will be 
that the demand for gold will increase rapidly to the preju* 
dice of the gold-using countries, 

- (6) War had taught the gold-using countries to dis¬ 
pense with the use of gold in currency. The currency sys¬ 
tem of England which was introduced in 1925 did not 
favour circulation of gold coins : similarly t the United 
States practically ceased to use gold coins in currency, 
India should not adopt such a system of currency when 
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It will be 
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other nations have keenly felt the difficulties of such a 
system and are trying to abandon it. 

To the above arguments we can add several others which 
are often urged against the introduction of gold standard 
with gold currency in India. 

(i) Gold currency is an expensive and wasteful medium. 
It involves the locking up of a Jarge portion of a country's 
capital for exchange purposes to the detriment of the indus¬ 
tries of the country* It has been, therefore, termed as a relic 
of barbarism although the countries claiming the highest 
degree of civilization are found to maintain it. 

fii) Gold in circulation is no godd support for exchange 
in crisis. So a gold-exchange reserve would still have to 
be maintained to support exchange. 

(iii) It will lead to a drain of the gold stock held in 
London. Again, considerable amount of loan will have to be 
incurred if India will return immediately to the gold stan¬ 
dard. This loan can possibly be obtained from the U. 8. A. 

(iv) The poverty of the Indian people and the small 
scale of payment will render gold coin unsuitable for every¬ 
day purposes, 

(v) India will have to sell the amount of silver at a 
disadvantage, on the other hand, the price of gold will in¬ 
crease on account of the extensive demand for it, 

(vi) Gold standard with gold currency will not help 
India in reaching the ideal system. The most progressive 
system will make an economy in the use of precious metals 
and throw into circulation the cheaper money materials, 

(vii) A managed currency system is not necessarily a 
defective system, The present system which is under the 
supreme control of currency authorities has been as auto¬ 
matic as possible because the Government is seen to in¬ 
crease the supply of currency in response to demands for 
money, 

(viii) The establishment of a mint for the coinage of 
gold in India is unnecessary because gold comes into India* 
freely from Australia, Egypt and other countries 
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Sec* 22. Arguments in favour of the gold standard 
with gold currency. 

(1) Gold currency has the advantage of introducing a 
more convenient and portable medium of exchange than the 
silver rupee. The Chamberlain Commission criticized the 
argument and said that India must continue for many 
years to use rupees for making small payments which form 
the bulk of internal transactions ; but that can hardly be a 
reason for denying the right of the people to have their 
token coins converted into gold when they wished to do son 
No advocate of gold standard with gold currency will ever 
object to the popularity of the rupee as the cheap medium 
of exchange if it were only limited legal tender and freely 
convertible into gold. 

(2) The ideal currency system which consists in the 
use of paper-notes issued against gold reserve cannot be 
attained unless people have been given the privilege of using 
gold coins in circulation for a period of time* Sir James 
Begbie, the only dissenting member of the Eoyal Commis¬ 
sion was intelligent enough to contend that the system of 
making the currency note encashable not in gold but in 
rupee was pernicious inasmuch as it had the effect of 
keeping gold out of useful employment. People who prized 
gold so highly as to store and hoard it were not likely to 
invest it so long as they had to take the risk of being re¬ 
paid in token coins which were legal tender* 

(3) There is some prestige attached to gold currency 
because almost all the civilized countries have adopted this 
system. It is the less progressive nations that still conti¬ 
nue with silver currency, 

(4) If gold coins remain in circulation in large quantities, 
they will render great assistance in supporting the exchange* 

Sir James Begbie however contended that though gold 
in reserve was better than gold in circulation for the 
support of exchange gold in circulation was a bettor 
protection for exchange than token coins* Moreover, 
reserves of gold could be accumulated from a gold circula¬ 
tion through a system of note issue against gold* 

(5) The system of managed currency will continue to 
the detriment of the trade and industry of the oountry 
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unless and until mints are thrown open to the free coinage 
of gold. If the Gold-Exchange Standard system is allowed 
to continue, serious consequences will follow because of want 
of adjustment between the demand for and supply of 
currency. 

(6) India produces a large quantity of gold every year 
and in consequence will not have to depend upon foreign 
gold-using countries for the supply of gold necessary for her 
currency. The other countries that are profited by India’s 
gold, will no doubt be harmed by such an act on the part of 
India but a country cannot be expected to sacrifice her own 
interest for promoting the interests of another country. 

(7) The use of gold coins does not carry with it the 
idea of abandoning the use of silver coins. Silver rupees 
will be required in large quantity and the Government will 
be in a position to derive profit from the coinage of rupees. 

(8) The opening of the mints to the free coinage of gold 
will have the effect of reducing the amount of gold bullion 
that remains buried in private hoards. People will be given 
an opportunity of turning their stock of gold bullion into 
coins so that they may be invested in profitable business. 
The introduction of gold currency will thus help the growth 
of a habit of investment which is a necessary condition of 
industrial success* 

(9) The Indians are not satisfied with the present 
system of currency which makes the token rupee an unlimi¬ 
ted legal tender, India has no standard coin with reference 
to which the debts may be repaid and which may help the 
people in determining exactly the value of commodities, 

(10) India imports large quantity of gold every year 
because of her favourable balance of trade. The amount of 
gold so imported will help the people greatly in meeting the 
demands for gold for currency purposes. Again, the de¬ 
mand will not be very great because there are few persons 
in India who can afford to use gold coins for the purposes 
of exchange. 

Sec. 23. The currency situation before the appoint¬ 
ment of Hilton Young Commission, 

During the war period the Indian Exchange could not be 
maintained by the Government on account of eerfeain causes 
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which we have already discussed. Just after the war the 
Babington Smith Committee was appointed to make recom¬ 
mendation as to the stabilisation of the Exchange rate* The 
Committee recommended that the exchange value of the 
rupee should be fixed at 2s* (gold). Owing to the circums- 
fcances to which we h&ve already referred the Government 
failed in its attempt to maintain the exchange rate at 2s, 
(gold). World prices were taking a downward course but 
the Government of India could not contract the currency 
sufficiently so as to keep pace with the fall of prices. The 
Indian exchange, therefore, reached the 1ow t level of Is, 
sterling or 1$. (gold) in 1921. The Government which had 
interest in raising the exchange value went on contracting 
currency and managed to raise the exchange to Is. 4d. (gold) 
by October 1924, In this manner the Indian exchange 
bcgamto acquire new strength gradually but it was not 
allowed to exceed Is, 6fh by the free purchases of sterling 
made by the Government of India, The exchange rate thus 
prevailed in the neighbourhood of Is. Gd r The Hilton 
Young Commission was then appointed to examine the 
existing system and to make recommendation regarding the 
reforms that should be introduced. 

The Commission dealt with the following important 
subjects 

(1) The introduction of a gold standard for India. 

(2) The establishment of a Central Bank, 

(3) The fixity of the ratio of the rupee to gold. 

(4) The arrangement that should be madq during the 
transitional period before the Central Bank comes 
into existence. 

The Government of India submitted a scheme for the 
introduction of gold standard with gold currency. This 
scheme spoke of transferring the management of the paper 
currency and the remittance business of the Government to 
the Imperial Bank of India and suggested that gold coins 
and Bank notes should bo unlimited legal tender and the 
rupees should he limited legal tender up to Rs. 60 only. It 
east upon the Government an obligation to give gold coins 
in exchange for gold bullion and upon the Bank a statutory 
responsibility of redeeming the bank notes into gold coins. 


How the 
Gove rnme lit 
raised the 
exchange 
value of the 
rupee to 
Is. Ctf. 


The scheme 
submitted by 
the Govt, 
was rejected 
by the 

Commission, 



390 


What is 
meant by 
Gold Bullion 
Standard 


An obliga¬ 
tion thrown 
upon the 
Govt, 


Object of the 
scheme. 


A FIRST COURSE OF INDIAN ECONOMICS 

The Commission rejected the scheme on the ground that 
adoption of such a scheme would require at least £ 103 mil¬ 
lions and such a heavy expenditure would seriously tax the 
resources of a poor country like India. The Commission 
also referred to the other hackneyed arguments that could 
be advanced against the introduction of gold standard with 
gold currency in India. 

Sec. 24. Gold Bullion Standard. 

The Hilton Young Committee suggested a novel stand¬ 
ard which may be described as a Gold Bullion Standard. 
The characteristics of such a system may be summarized in 
the following lines :— 

The local currency should consist of silver rupee and 
notes and gold should not circulate as money. The stand¬ 
ard of value should not, therefore, be represented by a gold 
coin but the Government would secure the stability of the 
currency in terms of gold by making the local currency con¬ 
vertible into gold for rail purposes. In this respect the 
system would differ from Gold Exchange Standard accord¬ 
ing to which the Government took the responsibility of 
supplying the people with gold whenever it was required for 
making foreign payments ; but it should not be concluded 
that the Government would give gold in exchange for rupees 
whenever the people would demand the same in any quan¬ 
tity. The Commission suggested a minimum quantity of 
400 fine ounces and the Government would be under statu¬ 
tory obligation to buy and sell gold bars at rates determined 
with reference to a fixed gold parity of the rupee and the 
cost of importation of gold without loss from London 
provided gold demanded or supplied was not less than 400 
fine ounces. 

The object of recommending the introduction of such a 
peculiar system was principally to economize the use of 
gold in India. The Committee was against the circulation 
of gold coins and recommended the withdrawal of legal 
tender quality from the sovereigns and half-sovereigns. 
The gold-bullion standard would* as the Committee opined, 
provide for automatic expansion and contraction of currency 
in response to demand for trade.: The currency would 
expand when notes or rupees were issued by the currency 
authority in exchange for gold bars and wotdd contract 
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when it gave gold bars for notes and rupees. In this way 
the stability of the gold value of the currency would be 
maintained and export and import of gold will connect the 
Indian price level with the world price level. This is sel¬ 
dom possible under the Gold Ljxchange standard system. 
Again, the system of currency would, as the committee 
thought, have all the characteristics of a sound monetary 
system. The system would ensure simplicity and certainty 
and would not cause a sudden exhaustion of the gold reserve 
because rupee would retain its legal tender quality and the 
currency authority would not compete with the bullion 
market in fixing the rate for the sale of gold. The system 
would provide visible link between the currency and gold in 
the shape of bullion. 

Sec. 24(a). Other Reforms regarding the Currency 
system. 

The committee suggested several other reforms which 
would lead to a successful working of the above scheme* 
One such reform consisted in the issue of gold-saving certi¬ 
ficates which would be redeemable in three or five years in 
legal tender money or in gold at the option of tlie Is older. 
The effect of the issue of such certificates would, as the 
Committee thought* impress upon the masses that there 
was really a gold standard and at the same time induce 
them to invest their stock of gold. 

The Committee appreciated the difficulty that followed 
from the legal provision for the conversion of notes into 
rupees and in consequence! recommended that the new 
notes should no longer be legally convertible into silver 
rupees j but these notes should be convertible into gold tin 
quantities not less than 400 ounces), into silver rupees or 
into notes of smaller denominations at the option of the 
Government. In this manner there could possibly be a 
dethronement of the rupee and the currency system would 
be leas subject to fluctuation in the value of silver. The 
Committee, however, did not advise the withdrawal of the 
promise to redeem the existing notes into rupees bocauso 
such withdrawal would mean a bread \ of promise on the 
part of the Government and destroy public confidence. 

The Committee also suggested the substitution of the 
silver rupee by oue-rupee note ^ this latter kind of uotos 
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should have full legal tender and the notes of higher deno* 
ruination would be redeemable in terms of one-rupee notes. 

Another recommendation made by the Commission 
was the unification of the two reserves, the Gold Standard 
and the Paper Currency Reserves. The two reserves could 
be unified without any disadvantage because the introduc¬ 
tion of the new notes not redeemable in silver rupees would 
do away with the necessity of keeping a separate reserve 
for ensuring convertibility of such notes. The propor¬ 
tional reserve system should be introduced and at least 40 
per cent of the reserve should be kept la gold and gold 
securities. The currency authority should strive to work 
up to a reserve of 50 to GO per cent, Attempt should be 
made to raise the gold holding to 20 per cent, in the near 
future and to 25 per cent, within 10 years. The silver 
holding should be reduced substantially during the period of 
10 years. The balance of the reserve should be kept in self- 
liquidating trade bills and the Government of India 
securities. 

Sec, 25, The stabilization of the Exchange rate. 

Another recommendation that the majority of the mem¬ 
bers of the Hilton Young Commission made was in connec¬ 
tion with the stabilization of the exchange rate at Is. 6 d. 
The market rate of exchange was during the time when the 
Committee was appointed* in the neighbourhood of Is. 6i, 
The high rate was the outcome of contraction in the 
currency effected by the currency authorities. The Govern¬ 
ment had an interest in so raising the exchange rate because 
it would thereby reduce its sterling obligation in connection 
with the payment of Home charges. The majority of the 
members of the Commission recommended the fixation of 
the exchange rate at Is. but Sir Purushotfcom Das 
Thakurdas sent a minute of dissent recommending the 
fixation of the exchange rate at Is, 4 d. We shall now 
summarise the arguments advanced in favour of 1$. 6<f. 

(i) Arguments for Is. 6d. 

(I) The price level in India has been adjusted to the 
exchange rate of Is. This is shown by the marked fall 
in prices of commodities since 1925* The world prices have 
taken a downward course and in response to that tendency 
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the Indian prices have also fallen. Again, the exchange 
rate has remained steady for considerable period so as to 
give enough opportunity to the prices to adjust themselves 
to the prevailing rate of change. The rise in the exchange 
value of the rupee is indicated by tlie fact that people have 
not taken advantage of the offer made by the Government 
to sell sterling at Is* 5frf, 

(2) The price level and the exchange rate have been 
fairly steady for a considerable period of time and from this 
it can be presumed that the wages have been adjusted to 
the prevailing prices and exchange. The burden of proving 
that the wages have not yet adjusted themselves to the 
prevailiag rate is thrown upon those who are against the 
stabilization of the exchange at Is* Rd. Again, the stabili¬ 
zation of the exchange rate at lower level may bring only 
temporary profit to the producers at the expense of the 
consumers, 

f3) The stabilization of the exchange at Is* 6d, would 
not seriously prejudice the interests of persons who entered 
into contract for paying revenue when the rate of exchange 
was fixed at Is* 4c?* because there has been a considerable 
rise in the prices of agricultural products. With regard to 
other long*term contracts the committee believed that the 
contracts entered into prior to 1910 and still in existence 
are fewer in number when compared with contracts conclud¬ 
ed during the subsequent eight and half years when the 
exchange rate was more or less unstable, 

(4) The reversion to Is. 4 d. will not bring any perma* 
neat benefit to any section of the community. It will be 
beneficial to the interest of the debtors, exporters and em¬ 
ployers of labour for a period of time which will be noces^ 
sary for the conditions to adjust themselves to the stabilized 
rates. In the meantime it will prejudicially affect the 
interest of certain other sections, 

(5) Another consequence that would follow from the 
reversion to Is* 4d. ratio would be the inflation in currency 
causing a rise in prices* Such a rise would no doubt he 
beneficial to the interest of the producers but it would have 
the effeot of reducing the real wages of the labourers. The 
majority of the members pointed out that suoh roveision to 
Is. 4 d. would raise the general prices by 12 & per cent. 
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(6) The sterling obligation of the Government would 
increase inasmuch as larger amount of rupees would be 
required in making payment of the Home charges in sterl¬ 
ing* This increase in sterling obligation would necessitate 
extra taxation. Again, it would affect the credit of the 
Government and make it impossible for the Government to 
secure credit at a favourable rate of interest* 

(7} The Government officers would demand higher 
salaries because the prices of commodities would be con¬ 
siderably raised by the reversion to Is* 4 d w ratio* 

(ii) Arguments in favour of the 1 s t id. ratio. 

(1) The majority of the members were of opinion that 
the prices had been adjusted to Is, 6d w ratio. Sir 
Purshottamdas Thakurdas contended that there had not 
been complete adjustment. The fall in price had not been 
sufficiently great so as to justify the stabilization of the 
exchange rate at 1$. 6d. on the other hand the relative 
price levels in India and other gold-using countries were at 
that time the same as they had been before the outbreak of 
war* All these circumstances would recommend the res¬ 
toration of the exchange rate to pre-war level, 

(2) The wages had not been adjusted to the Is * 6d* The 
argument that the exchange rate and the fall in prices had 
been fairly steady for a considerable period of time to 
warrant the presumption that the wages had adjusted 
themselves to the above ratio was not quite sound* The 
wages could possibly be reduced in response to the rise in 
exchange so far as the literate labourers were concerned but 
the illiterate class of labourers would strongly protest any 
reduction of their wages. Whenever any question of reduc¬ 
tion would be raised, there would surely be strike organisa¬ 
tion to protest against such proposal* These strike organisa¬ 
tions prevented the adjustment of wages to the prevailing 
exchange rate. The stabilization of the exchange rate at 
Is, 6rf, would, therefore, seriously affect the interest of 
industrialists and might destroy certain industries* 

(3) The stabilization of the exchange rate at Is* 6d. 
would stimulate the import trade during a period of adjust¬ 
ment of conditions to that rate because it would have the 
effect of giving an indirect bounty of 12 per cent, to the 
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foreign manufacturers, India would bo flooded ovor wi i 
cheap foreign commodities and the indigenous Indus tries 
would sutler greatly on account of foreign competition. 

(4) The sterling obligation of the Government in con¬ 
nection with payment of Home charges would no doubt 
increased by the restoration of the exchange rate of Is, 
but this loss would be compensated by a rise in the revenue 
derived from custom duties. 

(5) The people who made commercial and industrial 
contracts when the exchange value of the rupee was fixed 
at Is. 4d. would be injured by the stabilization of the 

exchange at Is, 6d, 

(6) The agriculturists of India who were over head and 
ears in debt would he seriously affected by the stabilisation 
of the exchange rate at Is, 6^. The rise in the exchange 
rate would reduce the price of agricultural products and in 
consequence, the agriculturists would get less money by 
selling their products, on the other hand the creditors would 
not favour them with any concession because of the fall in 
prices. The stabilization of the exchange rate at 1$. bd. 
would have the effect of increasing the agricultural indebted¬ 
ness by 12% per cent, 

(7) It would be difficult to maintain the exchange rate 
at Is, because the value of silver would possibly fall 
within a short time, 

(8) The attempt of the Government to maintain the 
exchange rate artificially would result in a loss and the 
Gold Standard reserve would be considerably reduced, 

(9) The policy of discrimination which had been recent¬ 
ly adopted by the Government in accordance with the 
recommendation of the Fiscal Commission would be in¬ 
effective inasmuch as the artificial raising of the exchange 
rata would roduoa the price of products to the detriment of 
the industrialists. 

(10) The stabilization of the exchange value of the 
rupee at Is. 6(J> would increase the rigour of taxation 
because people would have to part with a larger amount of 
commodities in payment of a fixed amount of tax (m 
money)* * 
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(11) The stabilisation of the exchange rate at Is, 4 d. 
would mean misery to the poorly paid members of the 
literate classes alone while the Is, 6 d, rate would preju¬ 
dicially affect the interest of about 80 per cent, of the total 
population. 

(12) The pre-war ratio of Is, 4 d, fluctuated along with 
ratios of other countries on account of the war. Other 
countries have striven to restore their pre-war ratios. 
India should, therefore, fall back upon the pre-war rate of 
Is. 4 d. 

Sec. 25(a). Critical examination of the ratio ques¬ 
tion. 

The majority of the commissioners compared the Index 
Numbers and arrived at the conclusion that the substantial 
adjustment of prices to Is. 6d. ratio had taken place. But 
although they admitted at the very beginning that Index 
Numbers could not be an infallible guide yet they forgot 
this fact when they strongly recommended the stabilization 
of the exchange rate. The majority report stated that the 
Is. 6d, ratio had existed more than a year but the period 
was long enough to effect substantial adjustment between 
the ratios and the prices. 

The majority of the members could not prove with 
reference to statistical evidence the adjustment of wages to 
the exchange rate. They were quite helpless and had to 
fall back upon a negative piece of evidence, viz. % that the 
Is, 6 d, ratio had prevented an increase in the salaries of 
the Government servants which would otherwise have been 
inevitable. 

The inference drawn by the majority with regard to 
the fewness of contracts made on the basis of Is, 4d, could 
not claim accuracy because people who expected the rever¬ 
sion of the exchange to Is . id, would naturally base their 
contracts upon it. 

Another point which the majority of the members 
emphasized in recommending the Is. 6d, ratio was that the 
adoption of Is, id. ratio would lead to a general rise of 
prices to the extent of 12k per cent* This argument was 
fallacious inasmuch as it assumed that the price had already 
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been adjusted to 6rf, ratio and ignored the counteraction 
of the then tendency of the world prices to fall. 

The Minority report which embodied the recommenda¬ 
tion concerning the Is. 4d. ratio did not represent the true 
state of things. First* Sir Purushottam Das who submitted 
the minute of dissent did not correctly estimate the burden 
of rural indebtedness which the Is. Gtf, ratio would bring 
about because he did not take into account the benefits 
which the agriculturists would derive from cheaper bn pie* 
ments and lower cost of production. Again, he ignored 
altogether the fact that a good deal of such debts is incurred 
in kind. 

Again, Sir Purushottam Das laid too much emphasis upon 
the policy of deflation adopted by the Government in their 
attempt to raise the exchange rate. If we admit that 
deflation has been great, we cannot at the same time 
assert that there has not been a substantial fall in the level 
of prices* 

Sec* 26* The Government measures. 

The main recommendations of the Hilton Young 
Commission were embodied in three distinct bills. We 
shall presently consider the provisions of one such bill, 
viz.y the Currency Bill. The Bill was introduced with a 
view to stabilizing the gold value of the rupee at Is. Gcf, 
(Re. 1^8 b 47512 grains of gold)* It cast upon the Govern¬ 
ment an obligation to purchase gold at the rate of Rs. 21-3- 
10 p, per tola of fine gold contained in bars and amounting 
to 400 ounces approximately. An obligation was at the same 
time imposed for selling gold at the above rato or at an 
equivalent rate (after allowing for the cost of the import 
of gold from London) prevailing in gold-standard countries 
provided gold was demanded in quantity not less than four 
hundred fine ounces. The Rill also contained another 
important provision which was concerned with the removal 
of the legal tender quality from the sovereign and the half- 
sovereign* The Bill was vehemently protested in the 
Legislative Assembly but Sir Basil Blacket supported it and 
advanced all the arguments that could bo advanced in 
favour of the Is. 6d. ratio. Again, the majority of the 
elected members of the Legislative Assembly objected to 
the demonetization of the sovereign because such a measure 
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would stand in the way of India’s ever adopting the gold 
standard with gold currency. Notwithstanding all these 
protests* the Government of India managed to have that 
Bill passed in 1927. By the same Act sovereigns and half- 
sovereigns were deprived of their legal tender characteristics 
but an obligation was thrown upon the Government to 
receive these coins at all currency offices and treasuries at 
their bullion value reckoned at Rs. 23-3-10 per tola of fine 
gold, that is, Rs. 13-54 pies per sovereign of full weight. 
A subsequent notification informed the public that the rate 
for the sale of gold or sterling was Is. 5 

The Currency Act of 1927 introduced what could be 
more aptly described as a Gold Bullion-cum-sterling Ex¬ 
change Standard because it gave the Government the option 
of selling sterling instead of gold so long as the sterling 
remained at par with gold, that is to say, till 20 September, 
1931 the system practically worked as a Gold Exchange 
Standard. This novel system differed from the earlier 
system in that it established a statutory gold parity for 
the rupee and threw upon the government a statutory obli¬ 
gation to buy gold or sterling at fixed rates. 

gee. 26(a), How the Government has maintained the 
1 Sm 6rf. rate ? 

We have seen in the preceding section that the Currency 
Act of 1927 was passed with a view to giving effect to the 
recommendation concerning the stabilization of the ex¬ 
change rate at Is. 6d. The Government of India took upon 
itself the responsibility offmaintaining the exchange rate. 
The Goverment felt difficulty in maintaining the exchange 
rate. India is, like other countries, passing through a 
period of trade depression due to the fall in prices. The 
speculative boom in the United States compelled the Federal 
Reserve Bank to restrict credit by raising the bank rate. 
The other countries had to raise their rate in order to pro¬ 
tect their stock of gold. This resulted in a world-wide 
depression of trade and industry and led to fall in prices 
including the price of securities. India has been particular¬ 
ly hard hit by this world-wide depression. The price of 
cotton has fallen by 15 per cent, and the price of wheat by 
about 12 per cent, while the price of jute and rice has fallen 
considerably. The price of Indian securities has fallen with 
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the result that the foreigners are not willing to invest their 
capital in them. 

The depression of trade and commerce which followed 
the passing of the Act of 1927 made the problem of ex¬ 
change complicated. The Government had to take recourse 
to special measures in maintaining the Is. Gd. ratio. The 
Government adopted the policy of deflation and effected 
contraction in currency by the transfer of sterling securities 
in the Paper Gurrency Reserve to the Secretary of State 
for the sterling expenditure against cancellation of currency 
in India. Again* the Government sold treasury Bills and 
thereby withdrew currency from circulation. The hank rate 
of the Imperial Bank of India was raised to 7 per cent, 
notwithstanding the fact that the Bank had a sufficient 
cash balance at its disposal. The Government found it 
difficult to purchase sterling in open market and had to 
meet its sterling obligation by the transfer of sterling from 
the Paper Currency Reserve and by incurring sterling loans 
and by selling Treasury Bills. The demand for sterling 
increased considerably because the speculators who believed 
that the exchange ratio ’would surely come down to 16d. 
increased their purchase of sterling with a view to selling 
it when the ratio would fall. The Government went on 
selling sterling in order to maintain the rate at the lower 
gold point* On the 27th June* 1931 the Prime Minister 
announced in the House of Commons that the British 
Government would render their assistance to the Govern¬ 
ment of India in the matter of maintenance of the exchange 
ratio* The object of this announcement was to restore 
confidence and check the flight of capital. The announce¬ 
ment produced little or no effect* Next came the crisis 
of September which compelled the British Government 
to abandon the gold standard temporarily. As soon as this 
news reached India the Governor-General promulgated 
Ordinance No. VI of 1931 which relieved the Government 
from their obligation to sell gold or sterling* This Ordi¬ 
nance was cancelled by the Ordinance No* VII of 1931 
which announced the decision of the Government to link 
the rupee with sterling at Is. Gd, and to sell storling to 
recognised bankers with a view to financing foreign banks. 
Within three weeks the rapid fall in the cross-rate between 
sterling and dollar had raised the rupee and sterling price 
of gold* The price of gold rose from Rs. 21-3-10p* in 
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August 1931 to Bs. 31-104p, per tola in December 1932, 
This high price was attractive and induced many people 
to take advantage of it. The result was a heavy export 
of gold from India. This accounted for a favourable balance 
of trade. The rupee ratio began to rise and came near 
the upper point (Is, The Government was in a 

position to purchase huge amount of sterling at the upper 
gold point. The increased supply of sterling enabled the 
Government to withdraw the sterling sale regulation or 
ordinance, referred to above and helped the Government 
in repaying sterling bonds to the extent of £ 15 million 
sterling. The purchase of sterling which was stimulated 
by India's favourable balance of trade resulted in an expan¬ 
sion of currency and removed the stringency in the money 
market. 

Sec* 26(b)* The Export of Goljl:—its causes and 
effects. 

The abandonment of gold standard by Great Britain 
in September 1931 led to an appreciation in the price of 
gold in terms of sterling. The decision of Great Britain 
as to the abandonment of gold standard was followed by 
ordinances issued by the Governor-General of India, which 
established the link of rupee with sterling at Is. 6 d. For 
this reason the rupee price of gold began to rise along 
with the rise in the sterling price of gold. But the sterling 
price of gold rose higher than the rupee price of gold and 
this difference in the price of gold which made India a 
cheaper market for the purchase of gold accounted for heavy 
export of gold from India* In 1931-32 the net exports of 
gold were valued at Rs, 58 crores and by the end of Decem¬ 
ber, 1932 the highest figure on record was about Rs. 110 
crores. In 193445 the net export of gold amounted to 
524 crores. During ten months of 1939-40 from 1st 
April to 31st Jan.) the net export amounted to Rs, 3135 
crores. Another cause of this export of gold was the flight 
of capital from India which was accentuated by the eco¬ 
nomic and political chaos of the time. Again, the over¬ 
valuation of the rupee led to an unfavourable balance of 
accounts and necessitated the heavy export of gold from 
India, 

The stock of'gold available for sale and export increased 
greatly, partly because of the sudden rise in the price of 
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go d which served as an inducement for the sale of gold 
an partly because of the economic distress which 
compelled people to part with their hoarded wealth of 

gj'UlUj 


Let us now turn to discuss the effects of this export of 
gold from India. Gold which came out of the hoards 
increased the supply of the world’s monetary gold in much Effect of tbc 
the same way as the discovery of a new gold field would supply °f 
have done. The influence of this large supply of gold upon gold 011 
the currency systems of foreign country cannot be ignored. c,lrrency - 
Again, this export of gold oxercised certain salutary influ¬ 
ences upon India's trade and finance. Although the 
balance of trade in merchandise sank considerably on 
account of the world-wide depression, the balance of trade 
was usually augmented because of this heavy export of gold. 

This favourable balance turned the course of rupee-sterling 
exchange and raised it to the upper point. The export of 
gold also strengthened the sterling exchange against "old 
currencies and enabled Great Britain to discharge her "old 
obligation to B, S. A, It assisted considerably the finances 
of the Government of India. It enabled the Government 
to meet conveniently its own requirements (Home charges) 
to repay sterling loans and to strengthen its reserves in 
London. When a portion of the reserve was available for 
investment in sterling securities, it would go to remove the 
stringency of London money-market. 


There are critics who regard this heavy export of gold 
from India as a drain on the accumulated savings of genera- 
t?. 3 \ *?>" as P r °f- Brij Nar&in tells us, “a sign of 

Jndia s growing poverty and of an undesirable trend of our 

foreign trade.It means living on capital which is a 

dangerous process for a nation as for an individual.” It 
18 J^tremely desirable that an embargo should be placed on 
gold. The Government however do not find any cause of 
apprehension in viow of the fact that the export of gold is 
but a fraction of the enormous stock of gold which India 
possesses and that gold will return to India as soon as the 
price of gold will fall. Again, the imposition of an export 
duty on gold will surely throw the burden of such duty P on 
3, poor "■Srioulturists who are the sellers of distress 
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Sec, 26(c). Criticism of tbe Gold Bullion Standard. 

The Hilton Young Commission recommended the intro¬ 
duction of a novel form of currency system known as the 
Gold Bullion Standard and opined that this system would 
win public confidence and promote the banking and invest¬ 
ment habit of the Indians. It would, as the Commission 
thought, make gold bullion the standard of value and would 
ensure the convertibility of currency notes into gold bullion 
for all purposes, People would not be allowed to use gold 
for currency purposes and for this reason the Commission 
recommended the withdrawal of legal tender characteristics 
from sovereigns and half-sovereigns. The system of currency, 
if introduced will be devoid of simplicity and intelligibility 
which are indispensable requisites of a sound currency sys¬ 
tem. Again, a system of currency which an advanced coun¬ 
try like England may profitably adopt or has been forced by 
circumstances to adopt, may not safely be introduced in 
India where the people are demanding gold currency. People 
will have no faith in the stability of such a currency system 
and in consequence the system will fail to promote the 
banking and investment habit* The provision for conver¬ 
tibility into gold when the latter is demanded in quantities 
of not less than 400 ounces will be unreal because there are 
few people who can demand so much gold at a time. The 
rate for selling gold will be higher than that for buying 
gold with the result that Loudon will continue to be the 
cheaper market for gold. This will go to justify the policy 
of keeping India's reserve in London and its temporary use 
for the benefit of London money-market. Again, the demo¬ 
netisation of sovereigns and half-sovereigns at a time when 
the people of India urgently demand the introduction of 
gold currency is a retrograde step and will surely destroy 
public confidence. 

Sec* 26(d). How does the Government make remit¬ 
tance to England ? 

We know that the Government of India has to remit 
considerable amount of sterling every year in payment of 
what is known as Home charges. Formerly, these remit¬ 
tances were made through a system of sale of council bills 
in London. The Secretary of State for India used to sell 
these council bills in London in response to demand for the 
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same obviously with the object of maintaining the rate of 
exchange and avoiding the export of specie from London. 
Out of the proceeds of the sale the Secretary of State dis¬ 
charged his obligation in connection with Home charges. 
As early as 1923-24 another novel system was introduced 
in India. The Government of India began to purchase 
sterling in India from banks and other financial houses. 
The sale of council hills, however continued till 1925 when 
the system of purchasing sterling in India turned out to be 
the sole method of making remittances to England. In 
1927 the Government introduced the system of purchase of 
sterling by competitive public tender in accordance with 
the recommendation of the Hilton Young Commission. In 
1932-33 the Government of India purchased £35,733,000 
sterling at the average rate of Is* 6*156^. The system helps 
the Government in the matter of making remittances and 
of preventing appreciation in the exchange value of the 
rupee above the point fixed by the Government. This 
system is better than the former system of selling council 
bills in this respect that the purchase of sterling can be 
regulated with reference to the conditions of market and 
stringency in the money-market can be removed as speedily 
as possible. The exchange banks are at an advantage inas¬ 
much as they can get ready cash by selling their bills to 
the Government. The new system is defective in this 
respect that it does not enable the Government to get the 
best possible price for the rupee because the foreign demand 
for rupee cannot be as easily known in India as it can be 
known in London which is the world's financial centre. 
Again, the purchase of sterling in India has been criticised 
on the ground that it checks the flow of gold into India. 

Formerly, the Government of India purchased sterling 
through the agency of the Imperial Bank of India. With 
the establishment of Reserve Bank the responsibility of 
purchasing sterling has been thrown upon it. The Reserve 
Bank Act authorises the Bank to buy from any person who 
makes a demand in that behalf at its office in Bombay, 
Calcutta, Delhi, Madras or Rangoon, sterling for immediate 
delivery in London at a rate not higher than one shilling 
and six pence and three-sixteenth of a penny for a rupee i 

Provided that no person shall be entitled to demand to 
sell an amount of sterling less than ten thousand pounds : 
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Provided further that no person shall be entitled to 
receive payment unless the Bank is satisfied that payment 
of the sterling in London has been made. 

The Bank has also been authorised to sell to any person 
who makes a demand in that behalf at its oiBce in Bombay, 
Calcutta, Delhi, Madras or Rangoon and pays the purchase 
price in legal tender currency sterling for immediate deli¬ 
very in London, at a rate not below one shilling and five 
pence and forty-nine sixty-fourths of a penny for a rupee : 

Provided that no person shall be entitled to demand to 
buy an amount of sterling less than ten thousand pounds. 

The Reserve Bank of India has thus been entrusted 
with the responsibility of maintaining the stability of the 
exchange. After the commencement of war the Government 
of India delegated to the Bank authority to administer the 
regulations controlling dealings in coins, bullions, securities 
and foreign exchange. All dealings in foreign exchanges were 
to be transacted through authorised dealers and the Ex¬ 
change Banks and certain Indian Joint Stock Banks were 
given licences for the purpose. During October, 1939 the 
Reserve Bank of India raised its tap rate to Is. 6d. as a 
result of which the market rate for ready Telegraphic 
Transfer improved to Is, at which level it has 

remained practically unchanged. 

With the recent improvement in India's visible balance 
of trade it has become possible for the Reserve Bank to 
purchase huge amount of sterling at a average rate of Is. 

5Sifd, during 1939-40, 
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Sec, 26(e)* The Linking of the rupee with sterling ; 
how far justified* 

We have seen that with the abandonment of Gold 
standard by England the Government of India took away 
the link between rupee and gold as established by the 
currency Act of 1927 and decided to link the rupee with 
sterling at Is. 6d, The following arguments have been 
advanced by the Government in support of this new policy 
of Exchange, 

(i) The linking of the rupee with sterling was a 
matter of necessity because it was not safe to 
stick to the policy of exchanging gold for rupee* 
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00 India had to pay annually a large amount of 
sterling as Home Charges and difficulties would 
arise in connection with the framing of budget 
in the absence of any fixed relation between 
rupee and sterling, 

(iii) A major portion of India's foreign trade was on 
sterling basis and the linking of the rupee with a 
sterling would facilitate at least that portion of 
her trade* 

0v) In the rupee-sterling exchange the rupee would 
depreciate in terms of gold and this depreciation 
would act as a stimulus to the export trade* 

(v) India was a debtor country and the linking of 
the rupee with sterling would facilitate the 
repayment of her international debts. 

(vi) The other alternative which related to the stabili¬ 

zation of the rupee at the lower gold value of Objections 
Is* would surely cause a depletion of the gold to the stabi- 
reserves of the country and could not be profit- at 

ably adopted. Again, the recommendation of g 0 Jd value 
the Hilton Young Committee regarding the o£ Is* Gd 
Jinking of rupee with gold could not be given 

effect to in the abnormal condition created by 
sudden rise in the price of gold* 

(vii) The rupee-sterling exchange would make for 
comparative stability in the exchange value of 

■ the rupee and this comparative stability was 

preferred to complete instability which would 
surely result if rupee was allowed to drift and 
no attempt was made to regulate its exchange 
value, 

The following arguments were advanced against the 
rupee-sterling exchange ;— 

(0 The sterling had been suffering from wide flue- Arguments 
tuation in value with reference to gold and by againet the 
the linking of the rupee with sterling India would 
be made to share in the fluctuations in the value exchmiao. 
of sterling, 

(ii) Hie imports from gold standard countries would 
be seriously affected by the depreciation of rupee 
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in terms of gold occasioned by the linking of the 
rupee with the depreciated sterling. On the other 
hand the imports from England would be greatly 
encouraged. The linking of the rupee to sterling 
would thus assume the form of Imperial preference 
granted to England. This argument is fallacious 
because depreciation in the value of sterling would 
bring England greater preference if India retained 
the gold standard. 

(iii) The establishment of 1$. Gd, rate means consider- 
able over-valuation of rupee in terms of sterling 
and puts India to disadvantage in comparison 
with other countries which have devaluated their 
currencies in sterling. 

The linking of the rupee with the sterling has not produ¬ 
ced satisfactory results. Although there was a temporary 
revival of business activity and prices showed an upward 
tendency till February 1932 prices continued to fall till 
March 1932 when the Index number stood at 82, The 
position of the balance of trade : in the years that followed 
the linking of the rupee with ■ sterling was disappointing. 
There was a continuous decline in exports at a time when 
the imports had been increasing rapidly. India which has 
to pay Home charges to the extent of over R$, 40 erores 
was left with a favourable balance of trade of less than 3i 
erores in 1932-33 necessitating a heavy export of gold. 

See. 26(f), Recent ratio-controversy : the necessity 
of Devaluation. 

We have already seen how with the abandonment of 
gold standard by England in 1931 our rupee came to be 
linked with sterling at the ratio of Re* l^ls, Gd. As the 
sterling depreciated in relation to gold the Indian rupee 
had to follow the same course. This led to a rise in the 
rupee price of gold and the consequent dishoarding of gold 
from private hoards* Again, the rupee was over-valued in 
terms of gold relatively to sterling and this resulted in an 
unfavourable balance of accounts and the consequent 
outflow of gold from India* This uneconomic migration 
of gold roused popular discontent and urged the need of 
an adjustment of exchange ratio. 
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In the mean time the European countries took to a policy 
of deflation and raised their hank rates. The result was a 
heavy fall in tho price-level. The fall was greater in 
countries having paper standard than in U. 8. A. and 
France which had gold currency. The latter two countries 
were particularly at a disadvantage in view of the com¬ 
petition of countries forming the * paper bloc and had to 
devalue their currencies. To ensure exchange stability 
a monetary agreement was signed between England, France 
and L, S. A, A 11 these incidents make a strong case for 
the devaluation of the rupee. The ruling authorities, 
however, do not appreciate the necessity of such devaluation 
aud contend that rupee has already been devalued in 
pursuance of the depreciation of sterling and that the heavy 
export of gold from India is hut a natural phenomenon 
uninfluenced by the exchange ratio. 

It was urged by Sir James Grigg in support of the 
existing ratio of Is, fid. that the rupee was not at all over¬ 
valued, Had there been any such over-valuation there 
must have been deficit budgets, high money rates, depletion 
of currency reserves and falling trade balances. The absence 
of these symptoms of over-valuation would dispense with 
the necessity of such devaluation. Again T any devaluation 
of the rupee would provoke retaliation in foreign countries 
and entail Jobs of foreign market for Indian goods. It would 
also add to the complexity of budgetory estimates and 
seriously impair the financial position of the provinces 
under the Otto Niemeyer (Financial) Award, 

Sec, 27, The system of Paper Currency,. 

Every civilised country uses paper money as circulating 
medium to a considerable extent i this is so because it is 
by the use of paper money that a country can economise 
the use of precious metal for currency purposes and thus 
can inorease tho stock of capital that will be available for 
investment. It is interesting to trace the development of 
the system of Paper Currency in India, 

Prior to the passing of the Act XIX of 1861 the three 
I residency Banks of Bengal* Bombay and Madras enjoyed 
the privilege of issuing notes to a considerable extent ; hut 
the notes issued by these banks practically circulated 
within tho Presidency towns and tho sphere of circulation 
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was passed authorising the lidding of sterling securities in 
England to the extent of Rs, 2 crores, In 1911 the 
fiduciary portion stood at Rs, 14 crores out of which four 
crores were held in sterling securities, The Chamberlain 
Commission which appreciated the inelasticity due to the 
necessity of keeping sufficient amount of metallic reserve 
recommended that the fiduciary portion of note-issue should 
be fixed at a maximum of the amount of notes held by the 
Government in the reserve treasuries plus one-third of the 
net circulation. The commission also recommended that 
the Government should make temporary investment or loan 
with a view to removing the stringency of the money- 
market. 

The Government could not act according to the 
recommendation of the Chamberlain Commission because 
the increased demand for funds during the wartime necessi¬ 
tated an extension of the fiduciary portion of the reserve. 
The pre-war limit was Rs, 14 crores but in 1917 it was 
raised to Rs. 86 crores. In 1919 it was again raised and in 
September of that year it stood at Rs, 120 crores, of which 
Rs. 20 crores were invested in permanent securities and the 
rest consisted of temporary securities. 

On the basis of the recommendation of the Babmgtoii 
Smith Committee the Paper Currency Act* 1920 provided 
that the metallic reserve should be at least 50 per cent* of 
the total reserve with the exception of securities of the 
value of Rs. 20 crores held in India. The remainder shall 

be held in England and should be short-dated securities 

maturing within 12 months. The Secretary of State was 
advised not to keep more than five million pounds in gold 
bullion in London. The said Act also authorised the 

controller of currency to issue notes to the extent of 5 

crores against discounted bills of exchange maturing within 
90 days of the issue. The maximum limit of 5 crores was 
raised by the Act of 1923 to Rs. 12 crores. 

The Hilton-Young Commission which recommended tbe 
transfer of note-issue to the Reserve Bank of India advocated 
a proportional Reserve System. It also recommended the 
amalgamation of the Paper Currency Reserve with the Gold 
Standard Reserve and the maintenance of the 40 per cent* 
of the Reserve in gold and gold securities. The rest shall 
be held in rupee-coin, Government of India rupee securities 
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and such bills of exchange and promissory notes payable in 
British India as are eligible for purchase by the Reserve 
Bank, These provisions have been incorporated in the 
Reserve Bank of India Act, 1934. The composition of the 


Paper Currency Reserve as it stood at the end of March, 
1935j may be described as follows 

(In lakhs of rupees) 

Gross circulation of notes ... 1,86JO 

Silver coin in India ... 7725 

Gold bullion in India ... 4155 

Silver bullion in India - 1312 

Sterling securities in England ... 1828 

Rupee security in India ... 3590 


The above reserve is kept for ensuring the convertibility 
of the rupee, The notes are to be converted in India but 
a portion of the reserve is kept in England and invested 
in rupee securities. The Government explains away this 
anomaly by saying that London is the cheapest market 
for silver and silver is required for fresh coinage of rupees. 
Again, the reserve is also used for the purpose of maintain¬ 
ing the exchange ratio specially during the unfavourable 
balance of trade when unlimited sale of sterling draft 
exhausts the sterling resources of the Gold Standard Reserve. 
The Reserve also helps the speedy transfer of the profits of 
rupee coinage from India to London. The Secretary of 
State sometimes appropriated funds out of the Reserve 
when in the past the sale proceeds of the Council bills were 
not sufficient to meet the sterling obligation (Home charges} 
in London, 

Sec. 29. Elasticity of Currency notes* 

We have already seen that the Government of India 
adopted the currency principle of note-issue. This principle 
has no doubt one important advantage which consists in 
keeping a sufficient amount of metallic reserve against the 
notes that are issued. The convertibility of the notes is 
thus ensured. The principal defect of the principle lies in 
the fact that it makes the Currency system inelastic. This 
is because notes cannot he issued unless the metallic portion 
of the reserve can he augmented* The supply of 
currency cannot he adjusted in response to demands 
for the same. The fiduciary portion of the reserve is 
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strictly limited and notes issued in excess of the fixed 
amount of fiduciary portion of the reserve must have an 
equivalent amount of metallic reserve against them. 
During times of monetary stringency the defect inherent 
in such a system manifests itself in a prominent form. The 
Government adopted this principle because it had been 
adopted by the Bank of England but it failed to realise 
at that time that the circumstances of the two countries 
differed greatly and the principle that could be profitably 
adopted by England could not he adopted with success by 
India. The adoption of the currency principle has created 
stringency in the money-market of England but this 
stringency has been removed to a great extent by the 
increased use of cheques by her people. In India, however 
people do not use cheque in targe quantities and the result 
is that almost the entire demand for currency is to be 
satisfied by the coinage of rupees and the issue of currency 
notes , restriction has been imposed upon the coinage of 
rupees by closing the mints to the free coinage of silver and 
if a similar restriction is placed upon the issue of notes 
there will be no other ways of adjusting the supply to the 
demand for currency. 

The Government keenly appreciated the stringency of 
the money-market and had to increase the fiduciary portion 
of the reserve from time to time. Chamberlain Commission 
made certain recommendations with a view to increasing 
the elasticity of note issue. During the war the fiduciary 
portion was increased very much and the rigidity and lack 
of elasticity of the Indian Paper Currency system gave 
place to one too elastic for the safety of the system* 

After the war was over the question of reforming Paper 
Currency system was referred to the Babington Smith 
Committee* The Committee pointed out the evil that 
followed from the adoption of the Currency principle and 
recommended that the minimum for the metallic portion of 
the paper currency reserve should be 40 per cent* of the 
gross circulation. This Committee also recommended the 
proportion in which securities of various descriptions should 
be kept in the reserve* This was followed by the Paper 
Currency Act of 1920 which showed that the Government of 
India had accepted the recommendation of the Committee 
in a modified form* The Act introduced for the first time 
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the proportional reserve system and laid down that the 
metallic reserve to be kept against notes issued should be 
50 per cent. Instead of 40 per cent, of gross circulation. 
This metallic reserve was practically reduced to 47^ per 
cent, because power was given to the currency authorities 
to issue notes to the extent of 5 crores of rupees against 
commercial bills of exchange. Such notes could not be 
issued except in times of real emergency because of the 
provision that the controller of currency with whom such 
commercial bills would be deposited by the Imperial Bank 
would charge the Bank an interest which should not exceed 
8 per cent. Besides the bills of exchange mentioned above, 
the Act also defined the character and amount of other 
securities that might be kept in the fiduciary portion of the 
reserves. It limited the securities of the Government of 
India to a maximum of Rs. 30 crores of which not more 
than Rs, 13 crores should be created securities. The balance 
should consist of the securities of the United Kingdom the 
date of maturity of which must come within one year. The 
Act of 1930 succeeded in removing the stringency of the 
money-market by making provision for the issue of notes 
against commercial bills of exchange ; but as the rate of 
interest charged was as high as 8 per cent, considerable 
difficulty was felt by the borrowers. Hence the above Act 
was amended so as to permit the grant of loans to the 
extent of Rs. 4 crores at the rate of 6 per cent, and there¬ 
after with every rise in the rate of interest by one per cent, 
an additional amount of 4 crores would be available until a 
maximum of Rs. 12 crores was reached. Such provisions 
for meeting the stringency of the money-market were 
contained in the Paper Currency Act of 1923. Again, the 
Act of 1923 reduced the permissible limit of investments to 
Rs, 86 crores and fixed the maximum amount of the gold 
holdings of the Secretary of State to Rs. 5 crores. The next 
important step that the Government took to remove the 
inelasticity of the currency system was the passing of the 
Paper Currency (Amendment) Act in 1925. This Act raised 
the maximum amount of fiduciary reserve from 85 crores to 
Rs. 100 crores and provided that the value of created 
securities should not exceed Rs. 60 crores. All these 
measures have removed the inelasticity of the currency 
system to a great exteut* The principle upon which the 
currency system of India is at present based cannot be 
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properly described as currency principle. The currency 
authorities started with the currency principle but on 
account of frequent reforms that had to be introduced the 
principle which at present governs the system of note-issue 
has been similar to the banking principle of note-issue, 
In spite of the above reforms introduced in the currency 
system the elasticity has not been complete and it cannot 
be complete unless and until the function of issuing notes 
is made over to a Central Bank; On the basis of the 
recommendations of the Hilton Young Commission the 
Reserve Bank of India Act was passed in 1934 and the 
Eeserve Bank has been established with powers to issue 
notes. The Bank has been issuing notes of various descrip¬ 
tion since January 1938. These notes are legal tender and 
are guaranteed by tbe Governor-General in Council* The 
Act provides for separation of the Issue Department from 
the Banking Department and authorises the Bank to issue 
notes against assets consisting of gold coin, gold bullion, 
sterling securities, rupee coin and rupee securities* Of the 
total amount of the assets, not less than two-fifths shall 
consist of gold coin, gold bullion or sterling securities 
provided the amount of gold shall not exceed Es. 40 crores 
in value. The remaining three-fifths should be held in 
rupee coin, Government of India securities and such bills of 
exchange and promissory notes payable in British India as 
are eligible for purchase by the bank provided the amount 
of rupee securities shall not at any time exceed one-fourth 
of the total amount of the assets or fifty crores of rupees, 
whichever is greater or with the previous sanction of the 
Governor-General such amount plus a sum of ten crores of 
rupees. Prom the above provisions it is clear that the 
currency system will become more elastic as soon it comes 
under the control of the Eeserve Bank of India. 

Sec, 30* The location of the Paper Currency 
Reserve, 


The paper notes issued by the currency authorities were 
redeemable in terms of silver rupees* Hence adequate re- 
Why a part serve in terms of rupees had to be kept in India* The 

of the Paper whole of the reserve was previously kept in India but since 

Currency 1093 a part 0 f ft came to be held in London for facilitating 

locateTirT* the purchase of silver for coinage and for enabling the 

London Secretary of State to sell council bills in excess of bis 
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with a viiw to t'mtiucmg tJio foreign trade of 
Indi*. Th o Location of tlu> reserve iit I .ondon was attacked 
ou the following grounds :— 

(l) The Pajx»r t urroncy Reserve was meant for ensurizjg 
the convertibility of notes in India and in consequence, it 
was just and proper that I lie entire fund should be kept in 
India, If the entire fund was kept in India, a portion of it 
might be utilised in removing the stringency of the Indian 
money-market. 

’*Jj The location of the Paper Currency Reserve in 
London was not at all necessary to maintain the exchange 
rate because the Gold Standard Reserve is sufficient to 
satisfy India's balance of trade. The main object of keeping 
this reserve in London was to assist the London money- 
market with India's money. 

(3) The location of Paper Currency Reserve in London 
was not necessary lor facilitating the purchase of silver be¬ 
cause the funds necessary for that purpose might be taken 
from the Gold Standard Reserve ; again, the argument that 
London was the cheapest market for silver could not carry 
weight in view of the fact that London was not the producer 
of silver and India had every chance of organising an 
efficient market for silver if the Government of India cared 
to make purchases in India and allowed the free importation 
of silver into India- 

The Government of India, however put forward the 
following arguments in favour of location of the reserve in 
London : 

(1) The location of this reserve in London would 
facilitate the purchase of silver which might be required for 
the coinage of rupees. If no such reserve was kept in 
London the result would be that the Government of India 
would have to send funds from India in order that the 
Secretary of State might be in a position to purchase silver 
with an amount of promptness which was necessary to 
ensure the convertibility of notes, 

(2) The location of such a reserve in London would 
help the Secretary of State in the payment of Home charges 
during the unfavourable balance of trade. Before the 
introduction of the system of purchase of sterling in open 
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market the Secretary of State realised the amount of Home 
charges payable by the Government of India by selling 
council bills but when the balance of trade was against 
India the Secretary of State could not realise the amount by 
the sale of council bills. When such a contingency took 
place the location of a Paper Currency Reserve enabled the 
Secretary of State to withdraw an amount of sterling which 
was required for meeting his own sterling obligation on a 
transfer of an equivalent amount in terms of rupees to the 
Indian portion of the Reserve. 

(3) The location of the Paper Currency Reserve enabled 
the Secretary of State to sell council bills in response to 
trade demands* The sale proceeds of such bills were kept in 
the London branch of the Paper Currency Reserve and an 
equivalent amount of silver rupees were withdrawn from the 
Paper Currency Reserve which was located in India. In 
this way the supply of currency was adjusted to the demand 
of trade. 

(4) The gold kept in the Paper Currency Reserve acted 
as a second line of defence for the exchange, the first line 
being the Gold Standard Reserve i in other words when the 
unfavourable balance of trade was so large that the entire 
Gold Standard Reserve was exhausted the sterling drafts 
were redeemed by withdrawing certain amount of sterling 
from the Paper Currency Reserve located in London* 

(5) The location of such Reserve also avoided the double 
cost of transporting specie. If there was no such fund in 
London the Secretary of State could not sell council bilb in 
response to trade demands with the result that gold would 
necessarily be imported into India in liquidation of India’s 
favourable balance of trade. The amount of gold so impor¬ 
ted could have been presented to the treasury for conversion* 
Again, when the fresh coinage of rupee would necessitate 
the purchase of silver* this gold stock will be transmitted 
into London, In this way India would have to pay the 
double cost of transporting gold* The absence of short 
loan market in India was another justification for the loca¬ 
tion of the reserve in London* 

(6) Lastly, location of a portion of the Paper Currency 
Reserve in London assisted the Secretary of State in the 
matter of transfer of the profits of rupee coinage from India 
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Sec, 3L The present system of Currency, 

The Government of India has complete control over 
the currency system of India, The mints have been closed 
to the free coinage of silver* This has changed the charac¬ 
ter of the ruj>ee* Formerly the rupee was the standard 
coin* that is to say* its full value represented the bullion 
value but the closure of the mint has the effect of making it 
a token coin. India at present has no standard money* 
The face value of tlie rupee is higher than its bullion value 
and in consequence, the Government which has the abso¬ 
lute privilege of coining rupees derives a huge profit from 
such coinage ; but though it has been reduced to the 
position of a token coin yet it is unlimited legal tender. 
People of India are bound to accept it in any amount in 
paymant of what is due to them from others. 

The rupee is not convertible into gold. It is, therefore* 
an inconvertible specie. It is sometimes termed as an 
inconvertible note printed upon silver. The only difference 
that exists between the paper note and the rupee is that 
the latter is a more valuable note than the former. The 
Hilton Young Commission suggested that the rupee which 
is valuable token money should be replaced by the one- 
rupee note* 

The value of silver rupee has been raised from time to 
time by means of artificial contraction of currency. After 
the war, exchange rate once reached Is* but as the 
Government gained by a rise in exchange, it managed to 
raise the exchange value of the rupee by artificial contrac¬ 
tion of currency and in the long run the rupee was stabilised 
at Is. 6 d* (gold) in accordance with the recommendation of 
the Hilton Young Commission* 

This was done by the Currency Act of 1927 which 
introduced substantial changes in the system of currency. 
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The Gold Exchange Standard had already disappeared ancf 
Gold Bullion Standard came for the first time to fill up 
the gap. The Act threw upon the Government an obliga¬ 
tion to buy and sell at prescribed rates gold bars amounting 
to 400 ounces. It took away the legal tender characteris¬ 
tic from sovereigns and half-sovereigns. The fixed relation 
of the rupee with gold continued till the abandonment of 
gold standard by Great Britain in September 193L The 
Governor-General issued an ordinance and fixed the value 
of the rupee at Is. 6 d. sterling. The government of India 
has been trying to maintain this relation of rupee with 
sterling with great difficulty. 

The Government used to control the system of note- 
issue in India. The system was very inelastic. This in¬ 
elasticity was due to the adoption of currency principle of 
note-issue. The Act of 1920 as amended by the Acts of 
1923 and 1925 removed the defect to a considerable extent. 
The passing of the Reserve Bank of India Act, 1934 has 
made the system of currency more automatic by placing 
the regulation of credit and currency under the control of 
the Reserve Bank of India. 

Sec, 31 (a). How the Rupee Sterling ratio is 
regulated ? 

With the abandonment of gold standard by Great 
Britain the Indian rupee has been linked with sterling at 
Is. 6 d. by an ordinance issued by the Governor-General. 
According to this ordinance sterling was to be sold only to 
the recognised banks at Is. per rupee for financing, 
normal trade requirements and not for financing imports of 
bullion or speculative exchange dealings. The object of 
this restriction was to relieve the Government of any undue 
strain which unrestricted sale of sterling would surely lead 
to and to prevent the flight of capital from India. This 
flight of capital could not be checked because an abnormal 
rise in the value of gold encouraged a heavy exodus of gold 
from India. The Gold and Sterling Sales Regulation Ordin¬ 
ance was repealed on 31 January, 1932. In spite of the 
repeal of the ordinance the Indian rupee was maintained at 
Is, 6rf, sterling and the Currency Act of 1927 remained 
practically ineffective, The Government of India maintain¬ 
ed the Currency ratio with great difficulty and had taken 
recourse to the policy of Currency contraction, the issue of 
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Treasury Bills, the raising of the Bank rate of the Imperial 
Bank of India, Formerly the rate of exchange was regula¬ 
ted jointly by the Government of India and the Secretary 
of State (or India by selling sterling draft and Council Bills 
at prescribed rates, Ifc was gradually realised that the rate 
of exchange could he controlled more efficiently from India 
than from London and for that reason the system of pur¬ 
chase of sterling in open market by public tender was intro¬ 
duced. With the inauguration of the Reserve Bank of 
India the control over the rupee^sterling exchange lias been 
made over to the Reserve Bank of India which is now 
under a statutory obligation to maintain the existing ratio 
(is. 6 d. sterling) between fixed upper and lower points by 
selling sterling for immediate delivery in London at a rate 
not below Is, (he,) Is, 6d. minus the cost of shipping 

gold to London, and by purchasing sterling at a rate not 
higher than Is, 6 fyd. (i.e.* Is, 6d. plus the cost of impor¬ 
ting sterling from London to India}, in quantity not less 
than ten thousand pounds, With the commencement of the 
present war the Reserve Bank of India raised its tap rate to 
Is, 6d, as a result of which the market rate for ready T, T, 
improved to Is, at which level it lias remained practi¬ 

cally unchanged. 

Sec* 32. Active note circulation and absorption of 
rupee and Currency notes. 

Active circulation of notes is to be distinguished from 
gross circulation which means the value of all notes that 
have been issued and have not as yet been paid off. Active 
circulation on the other hand means the amount of notes 
issued less than those held in its Banking Department of the 
Reserve Bank, In recent times there has been a pheno¬ 
menal rise in active circulation of notes clue to increase in 
prices and business activity. In 1939-40 the total note 
circulation amounted to Re. 238 55 crores, the highest 
figure on record. The year that followed witnessed a 
heavy rush for encashment of notes as the combined result 
of loss of confidence due to war and country-wide tendency 
to hoard metallic coin. To overcome this difficulty in the 
matter of encashment of notes the Central Government had 
to put one rupee into circulation at the end of July, 1940, 

The total absorption of rupee coin during 1939-40 
and Curroncy notes amounted to Rs 69 53 crores made up 
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of an absorption of Rs* 10'08 crores of rupee coins and 
Rs. 49 45 crores of currency notes, respectively. 


Questions and Answers 

Q. 1* Briefly summarise the recent currency legislation in India. Indicate 
briefly the circumstances that led to it and explain the necessity of artificially 
maintaining the exchange in India’s favour, (C. U* 1910)* 

Ans* See^ —Secs* 1 and 2* 

Q t 2* The rupee coinage of India is to all intents and purposes a token coinage. 

(C. XJ. 191M2)* 

Aus* See—'Sec* 3, 


Q. 3* The rupee is for some purposes merely inconvertible money printed on 
silver* {C. U* 191142). 

Ans* See—Sec. 31* 


Q. 4. Carefully explain—How does the rupee, though unlimited legal tender, 
fail to satisfy the full condition of standard money? (C. U* 1911-12). 

Abb* See— Secs. 31 and 32* 

Q. 5* What do you know of the Gold Standard Reserve Fund ? (C* U* 1911). 

Ans* See—Sec* 13. 

Q. 6, Briefly summarise the Currency Legislation of 1893 and 1899 in India. 
Indicate the circumstances that led to it and explain the necessity of artificially 
maintaining the exchange in India's favour* (G* U* 1912,1939)* 

An&. See— Secs* i, 6 t 1 and 2* 

v . _ 

Q. 7* The rate of exchange is kept from falling by the combined effect of the 
closing of the mint to the free-coinage of silver and the balance of trade in favour 
of India* (C- U* 1914)* 

Ana* See —Sec* 7. 

Q* 8. Analyse the arguments for and against the introduction of Gold Currency 
into India* (0. U* 1934), 

Ana* See— Secs. 21 and 22* 

Q 9 What was the central problem that was considered by the Indian Currency 
Committee of 1893 ? What bearing has the quantity theory of money on the 
solution of this problem ? (C* U* 1916). 

Ana. See— Secs. 2(a) and 3* 

Q, 49, What is the Paper Currency Reserve ? In what form is it kept and 
what is the object of keeping it ? (C* U* 1917), 

Ans* Secs. 28 and 32* 

Q*ll* What is the usefulness of each of the component part of the Paper 
Currency Reserve ? Why is it considered advisable to keep a portion of the Reserve 
in London ? (C* U. 1917)* 

Ans* See— Sec. 30 00* 


CURRENCY 


421 


(J. 12, Explain precisely the inclining of si Gold Exchange Standard* Itou - 
does it differ from a simple Gold Standard if W hieh of those two standards do 
you consider the better for India and why ? (t\ l . 1919). 

Aus. Sec —Secs. G and 23. 

Q* 13, What is the Gold Standard Reserve ? Give reasons for and against the 
keeping of this reserve in London. (C. U. 1923 ; 1939). 

Ans. See™ Secs. 13 and 14. 


Q. 14* Show the main features of our recent currency situation. (C- U, 1921), 
Abb. See™ Sees, 10, 17 and 19. 


Q. 15. Write notes on ‘Reverse Council' and Gold Standard Reserve. 

(C. U, 1922)* 

Ane. See —See. 13* 

Q, 16. Trace the history of the Indian currency system from 1835 to 1900. 

f (v. U * I 

Ana. See —Sec. 1. 


Q. 17* Describe briefly the essential features of the Gold Exchange Standard, 
What part does the Gold Standard Reserve play in the Indian Currency system ? 

(C. U, 1924). 

Ane, See —Secs, G and 13. 

Q. 18* Stability of Exchange is essential from the point of view of foreign 
trade, fC* U. 1924), 

Ana, See —Ch* XIII t See. 9. 

* Q. 19, How did the value of silver influence the Indian Exchange (a) during 
the period 187G-93 and (b) during the period 1917*20 ? (C. U* 1925). 

Ana* Secs, 1 and 8. 

Q. 29, Summarise the main provision of the Indian Paper Currency Act of 
1910. (C. U. 1925), 

Aus. See —Sec, 28. 

Q. 21, Trace the circumstances that led to the adoption of the Gold Exchange 
Standard in India. Describe the chief features and indicate the causes of its 
breakdown during the last European war, (C. U» 192G). 

Am*. See— Secs, 1* 2 and 8, 

Q. 22, What are the effects of a high sterling value of the rupee upon 
(a) Indian trade and industries, (b) Home charges ? {C. U, 1928). 

Ane. See™$oc. 12, 

Q. 3ft. Show how the exchange value of tUo rupee was maintained at Is, 4*J« 
before the war and discuss the advisability of going back to the pre-war Exchange 
rate. (0, XI, 1927). 

Aus, Sce^ Sees. 7 and 22, 
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Q* 24, [< A gold exchange standard cannot provide an efficient remedy for the 

defects of the existing system of Indian currency*' 1 Discuss* (C* XL 1927), 

Ads* ite—Sec. 19. 


Q. 25* Describe the main features of the Indian Paper Currency System and 
state how far the recent changes have increased the security and elasticity of note- 
Usue, (C. U, 1928). 

Ans. See. 29, 


Q. 26. Write brief notes on Reverse Councils ; Gold Exchange Standard. 

(C, U, 1929), 


A ns, Secs. 6 and 7. 


Q. 27. Discuss the economic importance of the stabilisation of the rupee. 
Would we advocate a reversion to the Is. 4d. rate ? Discuss the economic effects 
of such a policy, (0. U. 1929). 


Ans. See— Secs. 24 and 25(a). 

Hints—Absence of a fixed rate of exchange hampers trade and commerce— 
promotes speculation—checks investment of foreign capital—Producers suffer from 
uncertainty in prices—Budget cannot be estimated accurately. 

Q. 28, Write notes on Council drafts* Reverse drafts, the Gold Exchange 
Standard. (0. U. 1931)* 

Ans, Secs* 6 and 7* 

Q. 29. What is the Paper Currency Reserve and what are Its objects ? Explain 
the form in which it is kept, and discuss how far the policy of keeping a part of 
it in London can be justified, (G, U, 1930)* 


Ans. See— Secs* 28 and 30* 

Q, 30, Examine the composition and functions of the Paper Currency Reserve* 

(6. U* 1932). 

Ans* See —Sec* 28. 

Q. 31, Discuss the arguments for and against the introduction of gold currency 
in India. (G. U. 1934). 

Ans* See—Secs* 21 and 22. 

Q* 32* Describe the main features of the Gold Exchange Standard* Show how 
it differs from the Gold Bullion Standard. (0* U* 1935), 

Ans. See— Secs* 5 and 24* 

Q. 33, Why was the Indian mint closed to the free coinage of silver in 1393 ? 
Was that policy successful ? (G. U* 193G). 

Abb* See— Secs, % 2(a)* 2(b), 4 and 6. 

Q, 34. Give a descriptive outline of the currency system prevailing in India 
during 1893-1917* 

Ans* Secs. 1 to 8, 
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cur?e'ncy in todi? 6 arraB 8e™ent S for the issue and regulation of paper 

Ana. Sic— Sec. 29. 

GoldE ” b “ ge s ‘*" d *' i wtai 

Ana. See— Secs. 2, 5 and 8. 

t -$* ®^i, ri P® scc *^® ^he ma ’ u features of the present sterling Exchange standard of 
India. What are its merits and defects ? (C. U. 1940). 6 aM 01 

Ans. Sec— Secs. 2Crf and 2Ge. 

® 8 ' Des0 ^e in brMd outlines the manner in which the rupee-sterling 
exchange is regulated. {C. U. 1941). P sterling 

Ans. Sec—31n. 
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CHAPTER XV 

v 

BANKING AND CREDIT 

Sec. 1. Credit is an indispensable factor in business. 

Production cannot be carried on without capital. In 
primitive societies when articles were produced by an 
antiquated method capital did not play an important part ; 
hut with the introduction of scientific method of production 
capital has come to be the most important agent of pro¬ 
duction. A modern producer has to invest a large amount 
of capital in up-to-date machinery and has to keep in hand 
an equally large sum to meet the ordinary expenses of his 
business. He may not have with him sufficient amount of 
funds and hence arises the necessity of borrowing. He will 
sometimes approach the banks or any other financier for 
loan ; but he will hardly succeed in securing such loan 
unless he has some attribute which induces the financier to 
favour him with credit. Again, we find that an able 
businessman will be in a position to purchase the raw 
materials on credit* It is, therefore, no exaggeration to say 
that modem business cannot be carried on successfully 
without the help of credit. 

In India the business is mainly financed by the shroffs 
in the towns and by the mahajans in the villages. The 
absence or inadequacy of banking facilities has stood in 
the way of India's^ success in the sphere of production. 
The rate of interest that is charged by the village makajan 
is exorbitant and the agriculturists of India suffer greatly 
on that account. In the towns traders are mainly financed 
by the shroff who charges a higher rate of discount and 
thereby reduces the rate of profit derived by them. 

Sec* 1(a)* Absence of banking habit; How to 
develop such habit* 

Indians are proverbially shy and conservative. Their 
income is small and scarcely exceeds their expenditure. 
The result is that very few persons can afford to save 
money ; even when saving is possible, this saving is of a 
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temporary nature and is usually spent during ceremonial 
occasions. Of course there are some habitual savers who 
hoard money for good and will never be willing to part with 
it. These savers render no useful service to the community 
because their savings are never available for ameliorating 
the distress of the poor and the needy. Thus we see that 
the stock of capital is very small and this small stock of 
capital is generally hoarded. People are shy and will never 
give up their old habit of hoarding. There are many piofit- 
able sources of investment but the capitalists are not bold 
enough to take the risk of investing their humble stock of 
capital* This hoarding hah it was originally due to the 
insecurity of life and property in ancient India. The British 
rule in India has no doubt made life and property safe 
but the habit has become too old to be given up. The 
banking institutions have already been established in 
almost all important towns but theso cannot inspire con* 
fidonce and attract substantial deposits. Again, a number 
of bank failures occasioned by unscrupulous managing 
directors have already shaken the growing sense of con¬ 
fidence in banking institutions. The facilities for the growth 
of banking habit ato too inadequate for a vast country 
like India. In the moTussils there is scarcely any banking 
organisation and the village money -lender still saps the 
vitality of the poor peasants. Attempt should be made to 
encourage the banking habit of the people. This can be 
done in the following ways *— 1 The banking institutions 
should be established in villages and people should be 
taught the utility of having accounts with some such 
institutions. The management of banks should be con¬ 
trolled and their accounts should bo audited by an impartial 
hody r ao that unscrupulous managing directors may not find 
any opportunity to deceive the investors. The Reserve 
Bank of India should be placed at the helm of banking 
affairs and control the money market, The Government 
should promote the growth of co-operative banking insti¬ 
tutions both in the towns and in the mofussils in all 
possible ways. The Postal Savings Banks should extend 
hanking facilities by allowing the depositors to withdraw 
inoney r by cheques. An attempt should also be made to 
remove illiteracy' which hampers the growth of banking 
habit. The system of currency should bo so remodelled 
as to make gold available whenever required by the people. 
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The issue of gold certificate as recommended by the Hilton 
Young Commission may be an important step in the direc¬ 
tion, Special women's cash certificates may be introduced 
with a view to attracting the stock of stridhan gold which 
often remains barren in the form of ornament* The intro¬ 
duction of National Savings Association of the type which 
prevails in England may go a great way in promoting thrift 
and the habit of investment* 

Sec, 2. The history of Indian Banking system: 
insufficiency of banking institutions. 

The utility of banking organisation was not unknown 
in ancient India. The use of the term ‘'khushid-jibis*' in 
ancient texts of Manu goes to show that there existed a 
class of professional bankers in ancient India* The history 
also records instances of several famous bankers like Jagat 
Seth and others who had great influence within the 
country ; these indigenous bankers of India used to take 
deposits from people for safe custody and utilised the capital 
in making loans to the people who approached them for 
money* The idea of joint stock banking was unknown in 
those days* Each firm was either single proprietary or 
partnership concern with a single or joint unlimited liability 
as the case might be. They were sometimes dealers of 
bullion and ornaments* During the time when the country 
had in circulation large varieties of metallic money they 
used to perform the important functions of changing coins* 
They often combined trade with ordinary banking business. 
These bankers have not disappeared from India with the 
introduction of banking system on an European model* 
They have been rendering yeomen's service to the trading 
community by financing the agriculturists, the artisans and 
the traders. 

The nineteenth century is a remarkable period In the 
history of banking development inasmuch as there was 
considerable extension of banking facilities daring that time* 
On May 1, 1806 the Bank of Bengal opened its doors under 
the name of Bank of Calcutta* The name of the bank 
remained unaltered till 1809 when the first charter was 
granted to the Bank* The charter provided for the 
management of the bank by nine directors three of whom 
should be nominated by the Government to represent their 
own interest* The capital of the bank was increased from 
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time to time and in 1876 when the Presidency Bank Act 
was passed it stood at £2/200,000, Previous to the origin 
of tho Bank of Bengal the banking transactions were per¬ 
formed to a considerable extent by the Agency Houses in 
Calcutta- These Agency Houses introduced the system of 
issuing notes or cheques which were unknown in India, 
Such Agency Houses played an important part in the hank¬ 
ing system of India till 1830 when a great commercial crisis 
broke out and led to the failure of a number of these firms. 
The failure of these Agency Houses and the Rajkisscn Butt 
forgery case prejudicially affected the financial position of 
the Bank of Bengal. 


Two other important banks came into existence during 
this period. The Act III of 1840 established the Bank of 
Bombay and the Bank of Madras was constituted by the 
Act IX of 1843. Tho three Presidency Banks thus created 
were at the head of tho banking organisation. They had 
the privilege of issuing notes till the said right was taken 
away by the Government in 1862, The Government was in 
intimate touch with those hanks and had certain shares in 
them ; but in 1876 the Government retired from their 
position as a share holder and ceased to have any voice in 
the election of directors. In the latter part of the nine¬ 
teenth century many important joint-stock and exchange 
banks came into existence,. These hanking institutions 
have been since their creation financing the trade of India 
but their number is not sufficient for a vast country like 
India, Again, the belated appearance of a Central Bunk is 
in a way responsible for tho want of that concerted action 
which counts much for success in the organisation of bank¬ 
ing in a country. The existing banks enjoyed an independ¬ 
ence which was unkown in other parts of the world. The 
Imperial Bank of India which was created in 11)20 by 
amalgamating tho three presidency banks had no control 
over them. In 1935 the Reserve Bank of India was 
established. Since then the banking system of India is 
being controlled by a Central Bank. The number of 
scheduled banks affiliated to the Reserve Bunk is gradually 
increasing, In recent times there has been considerable 
progress in branch banking. During 1939-40 the total 
number of offices, branches, pay offices, etc. of tho scheduled 
hanks increased from 1,144 to 1,290, This growth of 
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banking institution is not adequate and cannot favourably 
compare with expansion of banking facilities in the United 
Kingdom, The number of banks per million of population 
is 285 in the United Kingdom while it is only 2 in India, 


Want of 
organised 
money 
market. 


Sec, 2(a)- The Indian money market; its character* 

There is in India scarcely any organised money market 
of the type to be found in countries which have already 
flourished in the sphere of trade and industry. 

There are various constituents* each virtually independ¬ 
ent of the other and shaping its own policy in rivalry with 
other constituent members of the money market. Again, 
there is no clear demarcation of business and we often find 
the Exchange Banks encroaching upon the sphere of joint- 
stock banks. This accounts for a want of wholesome relation 
and a spirit of co-operation among the various banking 
agencies of the country. Again* the banking institutions are 
not organised on a uniform principle. The joint-stock banks 
follow the method of modern banking on European lines 
w r hile the indigenous bankers (the shroffs) still maintain their 
old traditional method. The Indigenous bankers, again, 
do not form one compact group and are found to stand di¬ 
vided. The result is that the Indian money market is 
vitiated by confusion and chaos in respect of money rates 
which bear little or no relation to the Bank Kate, 

This disorganisation and confusion in the banking sys¬ 
tem of the country are due to the belated appearance of the 
Central Bank (The Reserve Bank of India) in the domain of 
banking. The Reserve Bank of India has already commen¬ 
ced its work and it is expected that in near future it will 
succeed in getting control over the money market if serious 
attempt is made to settle its relation (which even now 
remains unsettled) with the indigenous bankers and to 
multiply the number of scheduled banks. 

Another feature of the Indian money market is the 
seasonal variation and wide fluctuation in the rates of 
interest consequent upon maladjustment between supply of 
money and the demand for the same. Monetary stringency 
during busy season (November to June) was due to the 
managed system of currency and the locking up of money 
in the vault of Reserve Treasuries in the past. Again, the 
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divorce of the currency system from the banking system till 
the advent of the Reserve Bank of India* the policy of ar¬ 
tificial contraction followed by the Government in raising 
the exchange value of the rupee and the absence of an orga¬ 
nised bill market have brought about inelasticity in the 
monetary system and thrown obstacles in the way of smooth 
working of credit mechanism. 

Sec. 2(b), The constituent members of the Indian 
money market and their activities. 

The Indian money market consists of a number of 
quasi-independent agencies each playing some part in the 
organisation of credit and in the financing of business. The 
indigenous bankers t viz., the shroffs figure promimently in 
the Indian money market and render real services to the 
business community by granting financial accommodations. 

They act as intermediaries between the trading community 
and the Banks, The shroffs are usually approached through 
hoondee-brokers who get certain commission from the 
businessmen for the service they render in securing for the 
latter financial accommodation from the shroffs. The shroffs tliVshroffs, 
usually advance money against hoondees drawn at a 
currency of about two months. They offer higher rate of 
interest and can for that reason secure larger deposits. 

Under the present system of banking regulation. The 
shroffs have played an indispensable role in keeping the 
trading community alive. 

When the demands for credit arc too large for their 
purse the shroffs usually approach the banks for assistance 
and present the bills they hold for discount under their 
endorsement. The rates charged by the shroffs are usually 
based on the Tates at which they in turn can discount the 
hills with the bank and necessarily vary according to the 
standing of the borrower and with the season of the year 
The rates charged by tho banks in discounting commercial 
bills are slightly higher than tho official Banks rates fixed 
by tho Reserve Bank of India for demand loans against 
Government securities only* During the monsoon months 
when the Bank rate is sometimes nominal, it often happens 
that commercial bills are discounted at tho official rate or 
even at a lesser rate. 
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The commercial banks including the exchange banks 
usually discount these inland, trade bills and the exchange 
banks discount the foreign bills and Unis grant accommoda¬ 
tion to the trading community. 

There are also Stock Exchanges at Bombay, Calcutta, 
Madras and Lahore. These deal with the shares of various 
companies and play an important part in the money market 
of India. 

The establishment of the Reserve Bank in India has 
removed tho long-felt want of a Central Bank in India, 
Like the Central Banks of other countries the Reserve Bank 
of India is playing the part of a Bankers’ Bank and has 
been compelling the scheduled banks to maintain with the 
Reserve Bank a balance the amount of which shall not at 
the close of business on any day be less than 5 per cent, of 
the demand liabilities and two per Cent, of the time liabilities 
as shown in the Return which the banks are under obliga¬ 
tion to submit on each Friday, This shows what a, rigid 
control the Reserve Bank of India will have over the Indian 
money market. 

Sec. 2(c) Bill market; its deficiencies : suggested 
remedies. 


The existence of an organised bill market is the very 
1 B C of an efficient money market in view of the fact that 
rade and commerce of the country are financed by the banks 
,y discounting and re-discounting inland and foreign bills, 
n India the bill market is highly deficient and this deficien* 
.y i s due to the following causes :— 

fi) The banks in India have got to maintain stronger 
•eserves and cannot for that reason afford to invest subs- 
iantial amount in discounting bills ; (u) The character of bills 
3r the bazar bundees is unsound and the joint-stock banks 
resitate to discount them unless they bear the endorsement 
Df a shroff whose name is to be found in the list of approved 
shroffs; (iii) The lack of re-diseountmg facilities in the 
past and the un-wholesome rivalry between the joint-stock 
banks and the then premier bank, i,e., The Imperial Bank 
pf India, hampered the development of an efficient bill 
market in India ; (iv) The advent of the Reserve Bank of 
India has failed to foster the growth of bill market partly 
because the re-discounting facilities offered by the Reserve 
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lunik of India uro available to 11 10 scheduled mid Rroviiicinl 
i e-operative Banks iuuI partly because there is us yot no 
link which connects the Reserve Bank with the indigenous 
hunkers who play an important part in the inland hill mar¬ 
ket of India , { v) The system of cash credit which characte¬ 
rises the inland trade of India goes to reduce the number 
i'i inland trade hills ; Ivi) The want of a common language 
in widen hills are to be drawn, the heavy stamp duties, 
want of diffusion of banking facilities in the rural areas and 
the appalling illiteracy of those engaged in trade are other 
obstacles w hich stand in the way of an efficient organisation 
of hill market In India* 

\ arious suggestions have been made for improving the 
position of bill market. It is interesting to have a brief 
review of the suggestions made by the Central Banking 
Enquiry Committee ;—(i) The Reserve Bank of India 
should offer facilities at a minimum rate for re-discounting 
first class trade bills and commercial papers presented by 
the joint-stock banks; (ii) The nature of the hills should be 
improved by promoting the growth of genuine documentary 
bills founded on goods ; to facilitate the creation of such 
hills warehouses should ho established in various parts of 
India ; (iii) Bill forms should he printed in English and 
Indian languages in parallel ; (iv) The system of bank 
acceptances should be introduced for facilitating easy negoti¬ 
ation of trade bills j (v) The existing rate of stamp duty 
imposed on Usance bills should be reduced ; (vi) The Co¬ 
operative bank should come forward to extend discounting 
facilities to the Co-operative God own Societies which will 
finance the agriculturists ; (vii> The use of foreign bills 
should be encouraged by introducing the rupee import bills 
instead of sterling import bills which the Indian banks 
cannot deal with. 

Sec, 3* The Essential features of the Indian banking 
system. 

The banking organisation is still in its infancy in India, 
This is because industrial revolution is not yet complete in 
India and the importance of credit in the sphere of industry 
and commerce has been appreciated only in recent times. 

In the rural areas the village Mahajans play an import¬ 
ant part even in these days. The few banks that exist in 
India cannot give relief to the poor agriculturists and the 
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influence of the village Mahajan goes unchallenged* The 
rate of interest charged by these unscrupulous Makajam 
is abnormally high. In recent times the co-operative credit 
societies are rendering yeomen’s service by providing the 
agriculturists ■with the cheap credit, 

In the urban areas there are also indigenous bankers 
who figure prominently in financing the inland trade of the 
country* These bankers are known as the shroffs and 
sahukars and they render valuable assistance to the trading 
community by discounting the inland bills* They are 
independent in this sense that they carry on their lending 
operations with their own capital. In modern times they 
have developed their connection with the Imperial [Bank 
and other joint-stock banks and are found to approach them 
for rediscounting their huodis* Besides these shroffs, there 
are the urban co-operative credit societies whose importance 
as credit institutions cannot be ignored. 

The Imperial Bank of India, which came into existence 
as result of the amalgamation of the three Presidency banks 
played an important part in the system of Indian banking* 
The establishment of the [Reserve Bank has ousted the 
Imperial Bank from its premier position* 

Besides the Imperial Bank of India, there are few joint- 
stock banks carrying on banking business in India* Their 
number is too small to meet the requirements of a vast 
country like India. They are mostly located in big towns 
and commercial centres. Most of these banks are under 
European management and do not afford facilities for the 
training of the Indians in banking* Their funds are utilised 
in discounting the inland bills and in making advances to 
their customers* The management and oiganisation of 
these banks is far from being satisfactory and the defects 
inherent in them account for the failure of these institution, 

Aa the ordinary joint-stock banks were concerned with 
the financing of the inland trade, the necessity of a separate 
institution for the financing of foreign trade of India was 
keenly felt. This led to the establishment of a number of 
Exchange Banks. These banks have their head offices in 
foreign countries and finance the export and import trade 
of India. They generally discount the D/A and D/P bills 
and effect a transfer of funds from one country to another 
in accordance with the requirements of trade. The manage- 



BANKING AND CREDIT 


433 


raent of these hanks rests in the hands of foreigners who 
have been accused with the charge of according more 
sympathetic treatment to their nationals* They have 
formed as it were a foreign money trust and have been oust¬ 
ing the indigenous banking institutions from the field of 
internal hanking. 

The Government of India is itself a Great Banker. It 
had the sole privilege of note-issue tilt the transfer of the 
privilege to the newly created Reserve Bank. It has open- 
ed Postal Savings Bank Department and attracts deposits 
by paying interest at a certain rate. It has also made 
arrangements for the granting of X&k&vi loans to the 
agriculturists* 

Another kind of banking institution which figures pro¬ 
minently in the banking systems of all industrial countries 
is the industrial bank which can invest its capital in indus¬ 
tries and contribute to the growth of industries in India* 
The industrial banking is still in its infancy in India. The 
land mortgage banks have not as yet made a headway and 
the agriculturists suffer greatly on that account* The deposit 
banking has not as yet made considerable progress and the 
habit of using cheques is still to be acquired. The branch- 
banking is yet in its infancy and the rural areas do not 
derive any benefit from the banking institutions. The 
absence of a well-equipped bill market presents another 
difficulty which impedes the growth of acceptance houses 
and accounts for the inadequacy of re-discounting facilities* 

Sec, 3(a), How to improve the Banking eysteiU. 

The establishment of the Reserve Bank of India is a 
step towards the co-ordination of banking policy in India* 
It is expected that this bank will successfully act as a 
Bankers* Bank and when aided by the member banks' 
mobilised reserve, an elastic note-isstie and a well-considered 
discount policy will secure the development of a bill market, 
offer immense facilities for the re-discounting of bills, facili¬ 
tate the creation of rupee bills and lower the rate of interest 
prevailing in the country. It will control the member banks 
and will make bank failures rare. 

With the Reserve Bank of India at the helm of the 
banking affairs it will be now possible to initiate the follow¬ 
ing reforms in the banking organisation of the country. 
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(i) The unhealthy competition between the ex¬ 
change banks and the Indian joint-stock Banks 
should be removed at all cost, 

(ii) The ideal of co-ordinated and not competitive 
banking between the different institutions has 
to be worked out in actual practice* 

(iii) The anti-national tendency of the foreign exchange 
banks should be checked by the adoption of a 
system of granting licences on the lines recom¬ 
mended by the Central Banking Enquiry Com¬ 
mittee as well as by the creation of the Indian 
Overseas Bank which will at once launch upon 
a policy of according more favourable treatment 
to Indian exporters and importers in the matter 
of financing their export and import bills, 

(iv) The indigenous banking should be remodelled on 
the lines suggested by the different Provincial 
Banking Committees and the Central Banking 
Enquiry Committee. The modernisation of the 
indigenous banking business and the developing of 
these into real financial intermediaries between the 
organised money market and the ultimate bor¬ 
rowers should be accomplished at an early stage, 

(v) State-aided Industrial corporations should he 
established in the province and the working 
capital should be secured by floating debentures 
with a guaranteed rate of interest* 

(vi) The growth of co-operative non-credit societies 
should be fostered* 

(vii) The number of Land mortgage banks should be 
increased and the state should render substantial 
assistance in popularizing these banks and 
favour them with the privileges of exemption from 
stamp duties, registration fees and income-tax* 

(viii) The existing Indian Companies Act should 
be supplemented by special Banking Act in¬ 
corporating provisions for official regulation and 
Central banking supervision and for licensing the 
banks strictly so called* 

The banking legislation should be introduced on the 
following lines suggested by the Reserve Bank of India ; 
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First, an attempt has been made to define banking ; secondly 
the instutions calling themselves banks should be started 
with sufficient capital to enable them to carry on their 
business at reasonable profits ; thirdly, some restrictions 
on bank investments to rprotect the depositing public are 
urgently needed and lastly, an endeavour should be made to 
expedite liquidation proceedings so that in the event of 
bank failure tbo depositors may be paid off with the 
minimum delay and expense. 

To obtain effective control over credit the Reserve 
Bank of India should attempt to effect wholesome co¬ 
ordination between the indigenous banking system and 
the present joint-stock system in view of tbo important 
part which the shroffs play in the Indian money market. 

The Central Banking Enquiry Committee strongly re¬ 
commended such co-ordination ; when the Reserve Bank 
came into being it prepared and issued a draft scheme on 
the 26th August 1936. 

The said scheme asked the indigenous bankers to adopt 
a banking method similar to that of joint-stock Banks and 
to develop the deposit side of banking. It also provided 
for registration in the books of the Reserve Bank of such 
indigenous bankers as would succeed in raising their capital 
to Rs. 5 lakhs . in five years* The shroffs have not agreed 
with the scheme. 

Sec. 4* The Functions performed by the Presidency 
Banks, 

The ordinary 
functions of 
tha bank. 


How their 
functions 
wero restric¬ 
ted. 


The Presidency Banks used to perform the ordinary 
banking functions subject to certain restrictions. The 
ordinary banking functions were (l) deposit, (2) discount, 
and (3) the note-issue. The Banks used to keep the deposit 
of the people and pay interest for the same. The money 
that accumulated in their vault was not kept idle but was 
utilised in purchasing securities of the Government of India 
and of several other Governments. They could invest their 
money in shares of certain Railway Companies, They 
could lend money against securities but loans could not be 
granted upon the mortgage of immovable property or 
against personal security. The loan could be made against 
promissory notes provided the latter bore the name of at 
least two persons. They could discount, buy or sell bills of 
exchange which were payable in India or Ceylon* They 
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could buy gold and sell gold and silver and manage Gov¬ 
ernment loans at the Presidency towns and the debt busi¬ 
ness of certain municipalities* They could not lond out 
money for a longer period than sis months* This restric¬ 
tion was imposed because the banks used to utilise the 
money deposited with them and they were under obligation 
to repay the amount so deposited whenever demanded by 
the depositors* 

The banks enjoyed the privilege of note-issue for a 
period of time but this privilege was withdrawn by the Act 
of 1861* The notes issued by them did not circulate freely 
but were almost confined to the Presidency towns. As a 
compensation for the withdrawal of the privilege of note- 
issue the banks were given the privilege of keeping Govern¬ 
ment cash balances* Between 1863 and 1876 the entire 
cash balances of the Government were kept with the 
Presidency Banks : with the creation of Reserve Treasuries 
certain minima cash balances were kept with the Presidency 
Banks and the Government agreed to pay interest on the 
difference between the actual deposits and the minima fixed. 
In 1921 the Reserve Treasury system was abolished and 
the Government balances over and above the amount kept 
in the district and sub-treasuries were deposited with the 
Imperial Bank of India till the creation of the.Reserve Bank 
of India* The Presidency Banks also used to manage the 
public debt and receive certain remuneration for the said 
services. 

Sec* 5* The amalgamation of Presidency Banks : 
The Imperial Bank of India* 

The three Presidency banks began to extend their bank¬ 
ing transactions gradually* They had established certain 
intimate relation with the Government by keeping its 
cash-balances and by managing its public debt* In this 
way they came to occupy a pre-eminent position in the 
banking system of India. The other banks of India began 
to keep their accounts with the three Presidency banks > 
but the fear from foreign domination was not absent* It 
was apprehended that the Presidency banks could not 
retain their proud position unless their position was 
strengthened by an amalgamation* At first the banks 
hesitated to bring about such an amalgamation but ulti¬ 
mately their selfish interest prompted them to come to an 
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agreement to that effect. The Boards of Directors of the 
three Presidency Banks drew out a scheme suggesting the 
manner in which the proposed amalgamation would be 
made and submitted the same to the Indian legislature. 
The legislature approved of the scheme and gave effect to 
it by passing the Imperial Bank Act of 1920, In this way 
the three Presidency banks became amalgamated into one 
Imperial Bank of India. The capital and reserve of the 
new bank was Us* 15 crores as against Rs, 7 crores which 
represented the capital of the old three Presidency Banks 
put together. Of these Rs* 15 crores Rs. II 25 crores were 
authorised capital and Rs. 3 75 crores reserve fund. The 
Imperial Bank came to play an important part in the bank¬ 
ing system of the country and continued in that proud 
position till the establishment of the Reserve Bank of India 
which necessitated substantial change in the constitution 
and functions of the Imperial Bank. The original Act of 
1920 had to be amended by the Imperial Bank Amending 
Act of 1934, 

Sec, 6, Imperial Bank of India : its present consti¬ 
tution and position. 

The Imperial Bank of India is now governed by the 
Imperial Bank of India Act of 1920 as amended by the 
amending Act of 1934. Under the latter Act the control 
of the Bank is entrusted to a Central Board of Directors 
with Local Boards at Calcutta, Bombay and Madras and 
such other places as the Central Board may with the 
previous sanction of the Governor-General in council 
determine. 

The Central Board of Directors shall consist of (a) the 
Presidents, the Vice-Presidents, and the Secretaires of the 
Local Boards ; (b) One person elected from amongst the 
members of each Local Board j (c) a Managing Director 
aud a Deputy Managing Director appointed by the Central 
Board and (d) not more than two non-officials nominated 
by the Governor-General in Council. 

Representatives of any new Local Board which may 
be constituted may bo added at the discretion of the Central 
Board, The Governor-General in Council shall nominate 
an officer of Government to attend the meetings of the 
Central Board hut he shall not be entitled to vote. 
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The Deputy Managing Director and the Secretaries of 
the Local Boards are also not allowed to vote. 

The financial position of the Bank will be clear from 
the following statements 

The present capital of the Bank stands at Rs, Ilf erores 
out of which Rs. 5 6 erores has been paid up* The Reserve 
Fund of the Bank is Rs, 5'6 erores and the balance sheet 
in December, 1939 showed the deposits at Rs, 87,84,16,475 
and cash Rs, 19,58,64,414 with a percentage of cash to 
liabilities 12'62, 

See* 7. The Functions of the Imperial Bank* 

The Amending Act of 1934 has brought about import¬ 
ant changes in the functions of the Imperial Bank* The 
said Bank can transact the following classes of business 

(1) Advancing money on the security of ;■— 

(a) Stocks, etc., in which a trustee is authorised 
by act to invest trust moneys and shares of 
the Reserve Bank of India* 

(b) Securities issued by state-aided railways noti¬ 
fied by the Governor-General* 

(c) Debentures issued by or on behalf of a district 
or municipal board or under the authority of 
any state in India* 

(d) Debentures of companies with limited liability 
registered in India or elsewhere. 

(e) Goods or documents of title thereto deposited 
with or assigned to the Bank, 

(f) Accepted Bills of Exchange or pro-notes* 

(g) Goods hypothecated to the Bank against 
advances, 

(h) Fully paid shares of companies with limited 
liability or immoveable property or documents 
of title relating thereto as collateral security 
where the original security is one of those 
specified in (a) to (g)* 

(2) Advancing money to courts of wards against secu¬ 
rity of estates in their charge for nine months in case of 
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financing the seasonal agricultural operations or six months 
in other cases. 

(3) Drawing, accepting, discounting, buying, and selling 
of bills of exchange and other negotiable securities payable 
within or outside India. 

(4} Making, issuing and circulating of Bank post-Bills 
and letters to order or otherwise than to the bearer on 
demand* 

(5) Buying and selling of gold and silver* 

(6) Receiving deposits, 

(7} Receiving securities for safe custody* 

(8) Investing of Bank's funds in certain specified classes 
of securities* 

(9) Transacting agency business on commission, 

(10) Acting as Administrator for winding up estates, 

(11) Drawing bills of exchange and granting letters of 
credit payable out of India¬ 
ns) Borrowing money on the security of the assets of 

the Bank either within or outside India, 

(18) Doing of various kinds of other business including 
foreign exchanges. 

The following restrictions have been imposed on the 
business of the Bank 

(1) It shall not make loan or advance 

(a) For a period longer than six months except in 
certain cases connected with the financing of 
seasonal agricultural operations ; 

(b) Upon the security of stocks or shares of the 
Bank ; 

(o) Save in case of estates in the charge of courts 
of wards upon mortgage or security of immove¬ 
able property or documents of title thereof, 

(2) The amount to be advanced to an individual or 
partnership firm is limited. 
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(3) Discounts cannot be made or advance on personal 
security given unless such discounts or advances carry with 
them the several responsibilities of at least two persons ot 
firms unconnected with each other in general partnership. 

See. 8, The Relation between the Imperial Bank and 
the Reserve Bank of India. 

Tho Reserve Bank of India has .ousted the Imperial 
Bank from its proud position in the Indian money market,. 
Nevertheless there exists a friendly relation between these 
two banks and this friendship is the outcome of an agree¬ 
ment which the Imperial Bank has entered into with the 
Reserve Bank of India. The agreement which will continue 
Com mission for 15 years contains the following provisions, vis. : 

the Reserve 7 t 1 ) At places where the Reserve Bank has no branches, 
Bank, the branch, if any, of the Imperial Bank shall be the sole 

agent to the Reserve Bank of India and shall for the first 
ten years receive in consideration of the performance of 
agency duties a commission calculated at ^ per cent, of the 
first 250 crores and per cent, of the remainder of the 
total receipts and disbursements dealt with annually on 
account of the Government, As for the remaining five years 
the remuneration of the Imperial Bank shall be determined 
on the basis of the actual cost to the Imperial Bank of 
India, as ascertained by expert accounting investigation. 

Again, in consideration of the maintenance of the exist¬ 
ing number of branches the Reserve Bank of India shall, 
until the expiry of 15 years make to the Imperial Bank the 
following payments 

(a) Rs* 9 lakhs per annum during the first five 

. 1 ■ . years. ; _ ■ > 

(b) Rs. 6 lakhs per annum during the next five 
years. 

(c) Rs. 4 lakhs per annum during the next five 
years. 


The utility 
of a Central 
Rank, 


Sec. 9, The Centra) Bank tor India : its advantages 
and disadvantages. 

The economic prosperity of a country is intimately con¬ 
nected with the existence of a Central Bank which has 
control over the money market. In India the want of .such 
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a bank has been keenly felt. Various attempts and agita¬ 
tions have been made from time to time for the establish¬ 
ment of a Central Bank. The first proposal for the establish¬ 
ment of a Central Bank in India was made before 1860. 
This is evident from the speech which in 1859 Mr* Wilson 
delivered in introducing the bill for the establishment of a 
paper Currency Office in India* Next proposal came in 18G7 
when on account of the failure of the old Bank of Bombay 
a scheme was submitted to the Government of India for the 
amalgamation of the Presidency Bamks into a Central 
Bank for all-India. The next proposal for the establish¬ 
ment of such a bank was submitted to the Government by 
a member of the Fowler Committee ; but the Government 
did not approve of the recommendation and in consequence 
did not give effect to the same. 

The question of the establishment of a Central Bank in 
India was fully discussed by the Chamberlain Commission 
to which a memorandum was submitted by Mr, Keynes and 
Sir Earnest Cable. The Chamberlain Commission recom¬ 
mended the appointment of a body of select experts to 
consider this question. But as the war broke out at that 
time no step was taken by the Government in this direction* 

The advantages that will follow from the establish¬ 
ment of a Central Bank in India may be summarized 
thus \— 

(а) The creation of a Central Bank in India and the 
transfer of the Government balances to it will make the 
Secretary of State* to a great extent free from the criticism 
and cross-examination to which he is now exposed for 
management of Indian finances. He will then be held 
responsible only for important matters concerning financial 
policy while the Central Bank will be responsible for minor 
matters* 

(б) The strigenoy created in the money market by the 
withdrawal of money will be removed if the Central Bank 
is created and is allowed to manage the balances of the 
Government* 

(c) The objections to the keeping of large funds in the 
London money market are avoided* 

(<J) The Central Bank which will bo in touch with 
notual conditions in India will be in a position to manage 
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the currency system in the best possible way provided its 
authority to do so is not unduly restricted. The Central 
Bank is expected to know the demands for currency and 
will therefore be able to expand it in the interest of the 
country* Moreover, a Central Bank has greater opportu¬ 
nities for pushing the circulation of notes and for populariz¬ 
ing them by an increase in the facilities available for 
convertibility* Again, the divorce of banking function from 
the function of note-issue and the function of regulating the 
foreign exchange has necessitated the maintenance of 
multiple reserves* When all these functions are made over 
to a Central Bank, only one reserve will be sufficient* 

(e) The present wide fluctuation of the Bank rate will 
be moderated. This will be done by the removal of the 
stringency of the money market through the transfer of 
balances of the Government to the Central Bank and by 
allowing the Central Bank to have an office in the London 
money market* 

(/) The increase of branches will lead to the increase 
of banking facilities in many parts of India and to the 
growth of a habit of making investment. 

(#) The remittance transaction can be handed over to 
the Central Bank and the Secretary of State for India will 
be relieved of much trouble and criticism on that account* 
Many objections have been raised against this proposal. 
It has been argued that such a transfer will be injurious to 
the interest of the existing exchange banks* In order to 
avoid this criticism Mr* Keynes has in bis plan, restricted 
the action of the Central Bank only to the purchase of the 
sterling bills hearing the endorsement of another bank* If 
the action of the Central bank is so restricted, we find no 
ground on which the transfer of remittance business can be 
opposed* 

( k ) The transfer of remittance transaction will produce 
many other advantages* First, the trade will be financed 
in a more direct way than at present. The proceeds of the 
sale of council bills were generally lent to the London money 
market until they were wanted by the Secretary of State 
with a view to financing the Indian trade by rediscounting 
the bills of exchange only indirectly* But if the Central 
Bank takes, as proposed, upon itself the rediscounting 
business and holds the bills until money is actually wanted 
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by the Secretary of State, the whole of the floating resources 
will be directly employed in the assistance of India’s 
foreign trade instead of assisting it in a very slight and 
indirect way through the general help given to the London 
money market. 

Secondly, the floating sterling resources will earn higher 
rate of interest than at present ''partly through the elimi¬ 
nation of an intermediate profit and risk and partly because 
three months’ bill can be taken in many cases in which 
money is now lent for only six weeks, ’ 

(i) The Central Bank will be of great help to the 
Exchange Banks as it will take upon itself the function of 
rediscounting foreign bills* It will contribute greatly to 
the development of co-operative and industrial banks by 
rediscounting the agricultural and industrial paper pre¬ 
sented to it, 

(j) The Central Bank will act as 'bankers 1 bank'. It 
will become the last resort on which the other banks can 
fall back in times of difficulty. This action on the part of 
the Central Bank will, to a great extent, remove the banking 
crises which, as we find, are often due to the failure of one 
or two banks* 

(fe) The Central Bank of India would be able to pre¬ 
serve the stock of gold by raising the rate of discount and 
in this way would facilitate the introduction of gold stan¬ 
dard in India, 

Several arguments have been advanced against the 
establishment of a Central Bank in India : but these argu¬ 
ments are superficial in character and based upon conser¬ 
vatism, and local prejudices, A brief account of these 
objections is given below ;— 

(1) The notes issued by the Central Bank will not be 
accepted by the people without hesitation because the 
public cannot place as much confidence in the stability of 
the Bank as in the stability of the Government. This 
opinion is not sound inasmuch as we find that notes issued 
by the Central Banks of other countries have found ready 
acceptance, 

(2) What India requires at present is a body of laws 
regulating the banking system of the country ; of course, 
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we do riot deny "the utility of such laws but the establish¬ 
ment of a Central Bank is urgently necessary in order that 
a general control over the banking organisation may 
be possible- 

(3) The several provinces will quarrel with one another 
and each will demand the Central Bank to the localised in 
its own area ; but this is immaterial and cannot reduce the 
importance of Central Bank* 

(4) The interest of exchange banks will be affected but 
this evil can be avoided by restricting the action of the 
Central Bank to the re-discounting operation. 

Sec. 10. Why the Reserve Bank of India was 
established ? Would a State Bank be a better substi¬ 
tute for it ? 

The Hilton Young Commission which was appointed 
to make recommendations for remedying the defects in¬ 
herent in the currency system of India found out that the 
root cause of the currency difficulties was the separation 
of currency- from credit. The management of currency 
lay in the hands of the Government while the Imperial 
Bank was partially responsible for the banking reserves of 
the country. The Committee, therefore, suggested a uni¬ 
fication of control over credit and currency by the estab¬ 
lishment of a Central Bank* It also recommended a 
peculiar currency system which was termed as Gold Bullion 
Standard. It was of opinion that the Gold Bullion Stan¬ 
dard properly controlled by the Central Bank would give 
. India a monetary system which would suit Indian condi¬ 
tions and satisfy the demands of the people. 

The establishment of the Central Bank known as the 
Reserve Bank of India would secure for India an autonomy 
in currency affairs and thereby would facilitate the attain¬ 
ment of political autonomy in the near future. In intro¬ 
ducing the Reserve Bank Bill, Sir Basil Blackett spoke 
highly of the scheme submitted by the Commission in the 
following manner :—“It will assist that gradual and silent 
revolution in India's economic life which promises to bring 
higher opportunities of life and high standards of living to 

everyone in the country.India will move forward 

towards that financial and economic development with the 
granting of additional financial and banking facilities for 
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Indian agriculture, Indian commerce, and Indian industry, 
which have been the theme and object of one Commission 
and Committee after another. We shall see the develop¬ 
ment of a discount market and an acceptance business, of 
increased facilities for the marketing of produce and, in 
short, a gradual mobilisation of India's immense potential 
capital for the development of India’s own resources,” 

There was a strong difference of opinion on the point as 
to whether the proposed Reserve Bank should be a State 
Bank or a shareholders' Bank* Preference was ultimately 
given to shareholders’ Bank on the ground that it would 
make the Bank an independent organisation and a true 
national institution* 

See. 10 (a)* The constitution of the Reserve Bank* 

The Reserve Bank of India Act, 1934 authorised the TIie c itn j 
establishment of the Reserve Bank of India to fulfil the 0 f the Re¬ 
pressing need of a Central Bank in India. The Reserve serve bank 
Bank was established and began to function from 1st April, of In< li&, 
1935. The share capital of the Reserve Bank is 5 crores of 
rupees in shares of Rs. 100 each, fully paid up. The Reserve 
Fund of rupees five crores has been provided by the Govern- Constitution 
ment in the form of Government Rupee securities* The tte 
assets of the Gold Standard Reserve has been transferred to ^oard 
the Bank and amalgamated with the assets of the currency 
Department. 

The general control of the Bank has been entrusted to 
a Central Board of Directors consisting of 

(a) A Governor and two Deputy Governors 
appointed by the Govern or-General in Council 
after consideration of the recommendations of 
the Board, 

(b) Four Directors nominated by the Governor- 
General in Council* 

(c) Eight Directors elected on behalf of the share¬ 
holders on the various registers maintained by 
the Bank at Bombay, Calcutta! Delhi, Madras 

and Rangoon* Local Boards* 

(d) One Government official nominated by the 
G over nor-General in Council, 
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The Governor and Deputy Governors are the executive 
heads and hold office for such term not exceeding five years 
as the Governor-General in Council may fix. 

Besides this Central Board there is in each of the five 
areas—Bombay, Calcutta, Delhi, Madras and Rangoon— 
a Local Board consisting of five members elected from 
amongst themselves by registered shareholders and not more 
than three nominated by the Central Board from amongst 
the registered shareholders* 

From the above constitution of the Bank it is clear that 
the Reserve Bank of India is a shareholders' Bank* It also 
serves as the Central Bank and the scheduled banks are 
required to deposit a certain percentage of their demand and 
time liabilities. 

Sec. 10(b). The Statutory Functions of the Reserve 
Bank of India : How far these functions have been 
assumed. 

The Bank has taken over management of the Currency 
Department of the Government of India by the creation of 
an Issue Department to which has been transferred all the 
assets of the Currency Department* The sole right of issuing 
bank notes has been vested in the Bank* At the commence¬ 
ment the Bank was to issue the Currency notes of the 
Government of India supplied to it by the Governor*General 
in Council and from the 1st date of April, 1935 on which 
the privilege of note issue came into force the Governor- 
General in Council ceased to issue Currency notes* 

The Issue Department which is to he kept distinct from 
the Banking Department has as its disposal the combined 
resources of the Gold Standard Reserve and Paper Currency 
Reserve. 

The Banking Department which has been functioning 
from 1st July, 1935 performs certain central and ordinary 
banking functions authorised by statute. It is a hankers* 
Bank and the Scheduled Banks are required to deposit with 
this Bank a certain percentage of their demand and time 
liabilities. The Scheduled Banks have already lodged their 
statutory deposits with the Bank* For the convenience 
of banking institutions the Clearing House h&3 been trans¬ 
ferred from the Imperial Bank to the Reserve Bank of India* 
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The Reserve bank has been authorised by statute to 
transact the following kinds of commercial business, viz ,— 
(a) the accepting of money on deposit without interest ; (i) 
the purchase, sale and re discount of bills of exchange and 
promissory notes with certain restriction ; (c) the loans and 
advances payable within 90 days against the security of 
stocks, funds and securities (other than immovable property), 
against gold coin or bullion or documents of title of the 
same and such bills of exchange and promissory notes as 
are eligible for purchase or re-discount by the Bank ; (d) the 
purchase from and sale to Scheduled Banks of sterling in 
amounts of not less than the equivalent of Rs. 1 lakh > 
(*0 the making of advances to the Governor-General in 
Council and to the Local Governments repayable in each 
case not later than three months from the date of making 
the advance ; (/) the purchase and sale of Government 
securities of the United Kingdom matuting within 10 years 
from the date of purchase ; (p) Purchase and sale of 
securities of the Government of India or of a Local Govern¬ 
ment of any maturity or of a local authority in British 
India or of certain States in India which may be specified. 
The Bank is also authorised to act as an agent of the 
Secretary or State in Council, the Governor-General in 
Council or any Local Government or State in India for the 
purchase, sale, transfer and custody of bills of exchange, 
securities of shares, for the collection of proceeds of any 
securities or shares and for the remittance of the same and 
for the management of public debt. 


The Bank has been managing the Public Debt of the 
Government since 1st April, 1935- The remittance busL 
ness waa taken over on the 3rd April, 1935 ; on the same 
date the Bank commenced to invite tenders for the purchase 
of sterling. 

The Bank is also under obligation to sell to or buy from 
any person making a demand in that behalf at its office in 
Bombay, Calcutta, Delhi, Madras or Rangoon, sterling for 
immediate delivery in London at a rate not lower than Is, 
fjJid, and not higher than l&, 6Ad* respectively, provided 
that no person shall be entitled to demand to buy or sell an 
amount of sterling loss than ten thousand pounds, 
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Sec* 10(c)- Reserve Bank and the Agricultural 
Credit Department* 

The Reserve Bank of India makes provision for the 
creation of a Special Agricultural Department the functions 
of which will consist in (i) maintaining an expert staff to 
study all questions of agricultural credit and to furnish the 
Governor-General-in-Council* the Local Governments^ pro¬ 
vincial Co-operative banks and other banking organisations 
with necessary advice and (ii) in co-ordinating the operation 
of the Bank with the provincial Co-operative Banks and 
other institutions of agricultural credit* The Reserve Bank 
is charged with the responsibility of submitting to the 
Governor-General in Council within three years of its 
establishment a report containing proposals for necessary 
legislation on the improvement of machinery for agricul¬ 
tural credit. 

Thd Statutory Report was submitted in 1937, This 
report is a valuable document as it contains various pro¬ 
posals for working the existing co-operative credit agencies 
on efficient lines* 

Sec* 10(d), The Position of the Reserve Bank in tho 
Money market* 

The statute has given the Bank a premier position in 
the money market* By placing at its disposal the mobilised 
reserve of the member banks, by giving it the sole power of 
note-issue and by allowing it to launch into open market 
policy, the statute has elevated the Reserve Bank to the 
position of a Central Bank having complete control over the 
Indian money market. ■ It serves as a banker's bank and 
helps agriculture and industry at the same time by discount¬ 
ing agricultural bills of nine month's duration and by 
concentrating within its own hands the power of floating 
debentures for the land mortage banks or the Provincial 
industrial Corporation. 

The Bank has to publish the standard rate at which it 
is prepared to rediscount bills of exchange and thus checks 
the abnormal rise in the rate of interest by making provision 
for re-discount facilities* It is in a position to control credit 
with a view to achieving comparative stabilisation of prices. 
Its rural credit department is expected to render yeomans* 
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services to the land mortgage hanks and its savings depart¬ 
ment will stimulate the growth of capital in India, 

The Issue Department and the Banking Department. 

The Reserve Bank of India Act, 1934 which authorises 
the Reserve Bank of India to issue bank notes makes it ob¬ 
ligatory on the Bank to maintain an Issue Department 
absolutely separated and wholly distinct from the Banking 
Department in imitation of the practice which is followed 
by the Bank of England. The said Act, also prescribes the 
denominations of notes to be issued by the Bank and makes 
such notes legal tender at any place in British India, The 
assets of the Issue Department shall consist of gold coins, 
gold bullion, sterling securities, rupee coins and rupee secu¬ 
rities to such aggregate amount as is not less than the 
total of the liabilities of the Issue Department ; of the total 
amount of the assets not less than two-fifths shall consist 
of gold coin, gold bullion or sterling security : provided 
that the amount of gold coin and gold bullion shall not 
at any time be less than forty crores of rupees in value. 
The remainder of the assets shall be in rupee coin, Govern¬ 
ment of India rupee securities of any maturity and sufch 
bills of exchange and promissory notes payable in British 
India as are eligible for purchase by the Bank under sub- 
clause (a) or sub-clause (b) of clause (5) of section 17 or under 
clause (l) of section 18 : provided that the amount hold in 
Government of India rupee securities shall not at any time 
exceed one-fourth of the total amount of the assets or 
fifty crores of rupees, whichever is greater or with the 
previous sanction of the Governor-General-in-Council such 
amount plus a sum of ten crores of rupees. 

The Banking Department is concerned with the purely 
hanking functions within the scope of its authority. These 
functions include those which the Central Bank should 
perform in order to get control over the credit mechanism 
of the country, The Bank acts as the Bankers 1 Bank and 
favours the scheduled banks with financial accommodation 
m order to remove the stringency of the money market. 

The Bank also acts as an agent to accept monies 
for account of the Secretary of State in Council and the 

29 
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Govern or-General-in-Council and such local Governments 
as may have the custody and management of their own 
provincial revenues and such States in India as may be app¬ 
roved of and notified by the Governor-General-in-Council 
in the gazette of India and to make payments up to the 
amount standing to the credit of the accounts respectively 
and to carry out their exchange, remittance and other 
banking operations including the management of the public 
debt. 

The aforesaid Governments shall deposit their cash 
balances free of interest with the Bank, 

The Banking Department has been charged with the 
responsibility of maintaining the stability of exchange and 
has got to purchase sterling at a rate not higher than Is, 
for a rupee and sell sterling at a rate not lower than 
Is, for a rupee when the amount demanded in each 

case is not less than £10,000. The Bant has to maintain a 
Reserve Fund to ensure its solvency and to promote confi¬ 
dence in its stability. Such a Beserve Fund has been 
created to the extent of R$* 5 crores by the transfer to the 
Bank of rupee securities of the same value by the Governor* 
General in Council. Again, provision has been made for 
the allocation of surplus profit (after payment of fixed divid¬ 
end to the shareholders) to the Reserve Fund when the 
latter falls short of the share capital when such surplus 
is less than Rs. 50 lakhs and in case the surplus exceeds 
Bs. 50 lakhs the sum of Rs. 50 lakhs should be so allocated. 
When no such contingency arises the surplus profits would 
go to the State. 

The Bank has to publish the Bank rate from time to 
time. This rate represents the standard rate at which the 
Reserve Bank is prepared to buy or discounts bills of ex¬ 
change or other commercial paper eligible for purchase under 
the Act. The Bank has to make a weekly return to the 
Governor-General in Gouncil of the account of the Issue and 
Banking Departments in prescribed form and publish the 
same in the Gazette of India. The Return, for the week 
ending 6th December, 1940 is given below for showing the 
financial position of the Bank on that date. 
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Issue Department Liabilities (in thousands of rupee) 


Notes issued— 

In Banking Department 

% 

20,96,41 

In circulation— 

(a) Legal Tender in India 

223,34,41 

(b) Legal Tender in Burma only 

11,4493 

Total liabilities 

255,75,49 

* Assets ( in thousands of rupees ) 

Gold coin and bullion— 

In India 

44,41,43 

In U. K. 

Sterling securities 

131,50.11 

175,91,54 

Rupee coin 

30,22,54 

Rupee securities 

49,61,41 

Internal Bills and other commercial 

paper 

Total Assets 

255,75,49 

Banking Department Liabilities (in thousands of rupees) 

Capital paid up 

6,00,00 

Reserve Fund 

5,00,00 

Deposits— 

(a) Government— 

(l) Central Government 

11,8269 

(2) Government of Burma 

1,8783 

(S) Other Government Accounts 

3,5718 

ib) Banks 

486966 

(o) Others 

19616 

Bills payable 

4459 

Other liabilities 

23008 


Total 806814 
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Assets (In thousands of rupees) 


Notes— 


(a) Legal Tender in India 

207990 

(b) Legal Tender in Burma 

1651 

Rupee coin 

776 

Subsidiary coin 

392 

Bills discounted 


Internal 


External 


Treasury Bills 

999 

Balances held abroad 

508750 

Ways and Means Advances 

500 

Other loans and Advances 

74950 

Investments 

10806 


Wliat is 
meant by 
Bank rate* 


806814 

Sec. 11* The Bank Rate* 

In the money market of India we find two rates, viz, the 
Bank rate and the Hundi rate. Before the creation of the 
Reserve Bank of India the Bank rate meanj* the rate at 
which the demand loans or day to day loans were made by 
the Imperial Bank on the security of Government Paper. 
The rate charged by the Bank when lending money on 
securities other than the Government securities was slightly 
higher than the Back rate* The establishment of the 
Reserve Bank in India has taken away this privilege from 
the Imperial Bank of India and the right to determine the 
Official Bank rate is now enjoyed by the Reserve Bank. 
The Bank rate thus has come to mean—the standard rate 
at which the Reserve Bank is prepared to buy or discount 
bills of exchange or other commercial paper eligible for 
purchase under the Reserve Bank Act* The first official 
Bank rate announced by the Reserve Bank was per 
cent* Now it has come down to 3 per cent. There are 
several other rates in the money market in India* We 
have heard of the call money rate which represents the rate 
charged upon very short period loans payable at the option 
of either the lender or the borrower* The Bazar rates are 
those at which the bills of small traders are reported to 
have been discounted by the shroffs* There is also the 
Imperial Bank Hundi rate which means the rate at which 
the Imperial Bank discounts first class three months bills* 
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See. 12. The Government itself is a Great banker. 

The Government of India has been described as a great The hankie 
banker. Let us see how far this statement is correct, The functions g 
banking functions are generally of three kinds :—(l) the performed by 
deposit, (2) discount and {3) note-issue. The Government th$Govt ' 
of India performs the deposit function to a considerable 
extent. It has opened a Savings Bank Department in the 
Post Office* The chief function of the department consists 
in keeping deposits of the people and paying a rate of 
interest on such deposits. In 1939-40 the amount out¬ 
standing at the Post Office Savings Bank was Rs* 78’38 
crores. The Government does not keep any special reserve 
against the deposit which may therefore be regarded as 
unfunded debt of the Government, This deposit function 
as performed by the Government is exactly similar to that 
performed by ordinary banks* 

The Government in opening Savings Banks Department 
does not affect the interest of other banking institutions 
inasmuch as it pays a lower rate of interest and has fixed 
the maximum amount of annual deposit. The habit of 
investment has no doubt been stimulated by the opening of 
such banking department but the number of postal savings 
banks is too insufficient to produce satisfactory result* The 
Government has provided for the investment of money in 
another way, viz,, by the issue of cash certificates* The total 
amount of cash certificates outstanding at the end of 1939- 
40 was Rs. 57 02 crores. 

The discounting function represents the lending opera¬ 
tion of the bank. The Government of India has made k^ius 
some arrangement for the granting of Takavi loans to the 'T °* 

agriculturists and has been stimulating the growth of Co- ° ^ 

operative Credit Societies with a view to liberating the 
agriculturists from the usurer's yoke* This activity of the 
Government can properly represent the lending operation of 
the Government* Until the establishment of the Reserve 
Hank the Government had the monopoly of note issue. 

The Government thus performs tho functions which are 
ordinarily performod by the banks, It is therefore a great 
hanker, 
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This hanking function of the Government Is to he 
encouraged in view of the slow growth of joint-stock bank¬ 
ing in India. This can be done by (a) multiplying the 
number of savings banks, (6) raising the rate of interest 
and the maximum of deposit, and (c) accepting deposit 
in cheques and allowing withdrawal by cheques. 

Sec. 13, The Exchange Banks, 

The Exchange Banks are banks that are mainly dealers 
in foreign exchange. These banks have generally their head 
offices in foreign countries and exist mainly for financing 
the export and import trade of India. At present there are 
18 exchange banks in India with a paid up capital of 
£66,361000 in 1937. And of these the following banks are 
important :—(1) The Chartered Bank of India, Australia 
and China. (2) The National Bank of India, Ltd* (3) The 
Mercantile Bank of India* (4) The Lloyd's Bank, Ltd* 
(5) The Eastern Bank, Ltd. (6) The Honkong and 
Shanghai Banking Corporation* 

The business of these banks may be divided into two 
classes r—fl) The Exchange business and (2) The Ordinary 
business. The export bills are of two kinds The D* A. 

bills and the I>. P. bills are generally drawn at three 
months' sight. The Exchange Banks purchase these Bills. 
The B. P* (documents on payment) bills are retained by the 
London Offices of the banks until they are paid at maturity. 
The D* A, (documents on acceptance) bills are generally 
discounted or rediscounted immediately after acceptance. 
The Exchange Banks also finance the import trade, 
either by discounting the sixty days' sight D. P. bills drawn 
on Indian importers or by accepting the House Paper of 
the European importing firms who have London Houses of 
standing. By purchasing the export bills they effect a 
transfer of their funds from India to London and by making 
advances against import bills they transfer funds from 
London to India ; but as the import trade of India is not 
as large as the export trade, funds are to be transferred from 
London to India by buying rupee paper in London and selling 
the same in India and finally by import of gold bare and 
coins* The system of re-discountmg bills of exchange has 
lost much of its importance in view of the present practice 
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of the Government purchase of sterling in open market. The 
exchange banks have not to wait till the bills of exchange 
have been re-discounted by a London bank but can get cash 
by selling their bills to the Government. The importance of 
the Exchange Banks on the foreign trade of India can never 
be exaggerated. An Indian exporter is not to wait for three 
months for the realisation of the price of the articles he has 
exported but can get his money by selling his bill of ex¬ 
change to an Exchange Bank doing business in India, 

The Exchange Banks also participate in the ordinary 
banking transactions of India, The shareholders of these How the 
banks are generally foreigners but their funds are augmented funds aro 
by means of deposits made by the Indians with them. augmented. 
They have branches in different parts of India and finance 
the internal trade of the country to a considerable extent. 

In this way they compete with the ordinary joint-stock 
banks of India. 

The Exchange Banks have been benefited by the establish¬ 
ment of the Reserve Bank of India inasmuch as it offers The relations 
facilities for the re-discounting of external bills of exchange. bet ^ een tie 
But this advantage will be taken recourse to by the ex- 
change banks only when the Central Bank rate of re-dis- the Reserve 
counting is lower than the discount rate in London, If Bank* 
the rate of discount is lower in London the Exchange Banks 
will certainly send the bills of exchange discounted by them 
to London and sell them in London market. 

The supreme position which the foreign banks occupy on 
account of the large amount of capital at their disposal has 
evoked serious criticism. It has been argued that the 
Indian banking institutions oannot freely compete with the 
foreign banks which are usurping some of the functions of 
joint-stock banks. Again, the foreign banks are found to 
aooord more sympathetic treatment to their own nationals 
and this accounts for the preponderance of non-Indian 
elements in the foreign trade of India. The Indian banks 
are not in a position to finance foreign trade because they 
have no command over a large stock of capital which is 
required for the purpose. The initial cost of establishing 
branches in foreign countries is often too heavy for Indian 
concerns. The difficulty of securing import and export bills 
and Urn want of trained staff in the Head Office and the 
foreign branches to tackle the question® of international 
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money market, stand in the way of success o£ any Indian 
Bank which may choose to undertake financing of foreign 
trade* The result is that the foreign concerns have got a 
monopoly over this important field of finance. Various 
suggestions have been submitted to the Central Banking 
inquiry Committee for regulating the affairs of the exchange 
hanks and controlling their anti-Indian policy* The Central 
Banking Enquiry Committee have recommended the system 
of granting licences by a prescribed authority* The Reserve 
Bank will, as the committee suggested be the suitable 
authority for undertaking the responsibility of scrutinizing 
the applications filed by non-Indian banks and for granting 
licences in approved cases* The minority report suggests 
further restrictions by confining their functions to port areas 
and by taking away their privilege of receiving deposits 
from Indians* In a minute of dissent signed by six mem¬ 
bers of the committee the necessity of an immediate 
establishment of State Exchange Bank has been emphasized 
but the majority do not agree to this proposal on the ground 
that the Government will fail to provide capital for tRe 
Reserve Rank, if their funds are already deposited with the 
proposed State Exchange Bank. Dr. B. Ramchandra Rao 
emphasized the establishment of an Indian Overseas Bank 
constituted with capital subscribed by the Indian Joint- 
stock Banks and the Indian public* This bank will actively 
finance the foreign trade, develop the drawing of rupee 
import bills and conduct busiuess on approved lines. 

Sec* 14* The Joint-Stock Banks ; their functions. 

Next in importance to Exchange Banks are the Joint- 
Stock Banks* These are banks that are engaged in financing 
the internal trade of the country* There are various other 
functions which are performed by such banks. They foster 
the habit of investment by giving an opportunity to the 
Indians to keep their deposits with them. With a view to 
increasing the deposit they will sometimes pay interest on 
current deposit and higher interest on fixed deposit. The 
fund so accumulated is utilised by them in discounting 
internal bills of exchange. They will sometimes favour 
their customers with an overdraft when they are urgently 
in need of money for business purposes. They undertake 
the task of purchasing and selling securities on behalf of 
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their customers. They facilitate the transfer of funds from 
one part of India to another part. 

The Balance Sheet of a Joint-stock Bank will give the 
students some idea of the nature of its transaction. 




1. Shares capital 

(a) authorised 

(b) subscribed 

2* Capital paid up 

3. Reserve fund 

A, Deposit on current 
account 

5. Fixed Deposit 

G. Bills payable 

7* Bills receivable as per 
contra on account 
of customer's accep¬ 
tance 

6- Profits and loss ac¬ 
count brought for¬ 
ward from last year 
4S3142 

Add profit of 1919* 1141573 
ib,73~7l5 

16,73,715 


Rs. 

1,00,00,000 

60,00.000 

40,00,000 

18,00,000 

2,47.14,768 

1,34,23,561 

69,414 


2,41,583 


Assets 


Rs. 


(1) Reserve 

{a) Cash in band 51,07,418 
(bj Cash at ban¬ 
kers and loans 
at call and 
short notice 32,15,460 
(c) Government 
and other se¬ 
curities (at or 
under market 

rate) 72.45,153 1,55,68,040 

(2) Bills discounted 

and purchased 1,63,40,511 

(3) Loans and ad¬ 

vances 1,83,21,446 

(4) Bills receivable 

liability of 
customers for 
bank accept¬ 
ances 2.41,563 

(5) Bank premises and 

furniture 1,71,64 1 

5,06,43,061 


Deduct interim Dividend 
at 10 per emit, paid 
for half year 200000 18,73.715 

6,06,43,061 i 


Sou. 16, The Growth uf Joint-stock Banking. 


The economic prosperity of India is intimately connect¬ 
ed with the development of Joint-Stock Banking ; but tlie 
number of such banka is too insufficient to meet the demands 
for credit in a vast country like India, Formerly the hank¬ 
ing transactions wore carried on by agency houses. After¬ 
wards the three presidency banks eamo into existence and 


The *geuc> 

hoiiMtti per¬ 
formed 
hanking 
tmuMkctioiu 


458 


A FIRST COURSE OF INDIAN ECONOMICS 


Causes o£ 

Ba.uk 

failures* 


contributed fco the development of banking system of the 
country to a considerable extent* There has been consider¬ 
able development in joint-stock banking in recent years* 
In 1906 several joint-stock banks were established of which 
the Bengal National Bank and the Bank of India were 
important. These Banks acquired prominence within a 
short time because the Swadeshi movement increased the 
number of supporters. During the Great War there was a 
remarkable increase in the bank deposits and cash reserves* 
This was due to the huge profit which certain industries 
earned during that time and the credit which the banks 
gave the Government by subscribing to the war loans and 
treasury bills* In 1937 there were as many as 39 joint- 
stock banks in India each having paid-up capital and 
reserve of over Es, 5 lakhs as compared with 95 banks in 
1993. It is to be noted in this connection that though the 
number of banks registered as such under the Indian 
Companies Act is large yet the number of firms which 
really carry on banking transaction is very small. The 
aggregate amount of paid-up capital of these banking insti¬ 
tutions does not exceed Es. 13 crores* The most important 
of these banks is the Central Bank of India, Ltd* which 
is a purely Indian concern* The other important banks are 
the Bank of India, the Bank of Hindusthan* Ltd** and the 
Punjab National Bank. 

See. 16. The Bank Failure : Hew to cheek them. 

India has the misfortune of witnessing failure of many 
banks* The failure has been mainly due to the unsound 
management of banking business* Often we find that 
managers of Indian banks have little or no experience in 
business which they are to control* The fraudulent dealing 
and misappropriation on the part of the directors have 
sometimes brought about the failure of banks. The directors 
sometimes misrepresent theif balance sheet and declare 
high dividends to attract customers. This unwise policy of 
the directors has sometimes been responsible for the 
liquidation of many hanks* Again* the failure of one bank 
often precipitates the fall of another bank because of the 
loss of public confidence* An experienced bankmanager will 
never advance large part of its capital to one company, 
because if that company becomes insolvent the entire money 
so advanced is lost* The inefficient managers of Indian 
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Banks do not often care to follow this important principle 

and the result is the failure of the banks which have been 

placed under their charge. We all know that the failure of 

the Alliance Bank of Simla was due to the enormous 

advances that were made to a particular company* Messrs. Some import 

Boulton Brothers of London, Again, sometimes failure of taut Bank 

hanks has been due to the keeping of insufficient reserves failtire ' 

against their liabilities. In India many banks failed 

because they did not keep sufficient reserve against their 

liability. The banks are also found to lend large sums of 

money on real estate and intangible and immobile security, 

Sometimes the bank failure is the result of combining 
banking functions with non-banking functions. The import¬ 
ant banks that failed in India were—0} The Peoples Bank 
(in the Punjab), (2) The Specie Bank, (3) The Bank of 
Upper India. In 1914, 43 banks had to suspend their 
banking operations. In 1919-20 the number of banks that 
failed was 7 and in 1923 there were as many as 20 bank 
failures. Between 1913-24 India had the sad experience of 
161 bank failures. In 1935 there were as many as 51 cases 
of bank failures. As a remedy against the constant failure 
of hanking institutions what we can suggest is the establish¬ 
ment of a Central Bank which will have a general control 
over the banking organisation and at the same time will 
render assistance to the banks that are in a precarious 
position. Several other suggestions that have been made 
in this connection may bo briefly stated thus ;—(a) Regular 
publication of bank's accounts, (b) Restriction as to the 
amount of loan to be made to a particular individual or 
company, (c) Prohibition of loans to the directors or other 
employees of the Bank, (d) Examination of bank s account 
by the independent auditors, (e) Formation of vigilant 
supervisory committees. 

The Central Banking Enquiry Committee recommended 
the passing of a special Bank Act embodying the provisions 
of Indian Companies Act with certain modi flections as well 
as additional provisions concerning the following matters :— 

(i) organisation, (ii) management, fiii) audit and inspection Reownmen- 
and (iv) liquidation and amalgamation. But mere legista- datio^s of, 
tion cannot improve the banking system. Steps should be Bulking™ 
taken to spread banking knowledge and information. The Enquiry 
Indian Institute of bankers has made provision for the study Caumiittw. 
of the theory of hanking and for the spread of information 
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relating to banking, but this does not help the growth of 
really capable bank managers well-versed in advanced pro¬ 
blems of international banking, currency and exchange. This 
latter end can be achieved only be deputing capable officers 
to go abroad to learn the secrets of banking from western 
countries. 

Sec, 16(a), Special laws in regulation of banking 
Companies, 

The joint-stock banks are like other companies governed 
by the Indian Companies Act, 1913 as amended by the 
Amending Act of 1936, The latter Act was passed with a 
view to incorporating certain provisions in the light of the 
recommendations of the Central Banking Enquiry Com- 
mittee. This amending Act strictly restricts the business 
of the banks to ordinary banking transactions and insists 
upon a minimum working capital of Rs, 50,000, the creation 
of Reserve Fund equivalent to the paid-up capital by 
compulsory transfer out of the annual profits of a sum not 
less than 20 per eent, of such profits to the Reserve Fund 
and the maintenance of a minimum cash reserve of li P 0 r 
cent, of the time liabilities and 5 per cent, of the demand 
liabilities. The Act also prohibits the appointment of 
managing agents for the management of banking companies 
in future. Provision has also been made in the said Act for 
authorising the Court to stay proceedings against a banking 
company with a view to saving it from liquidation. The 
Act recognises a special class of banks known as the 
Scheduled Banks and exempts them from certain liabilities 
under the Act, These Scheduled Banks enjoy certain 
privileges and are ensured of the protection of the Reserve 
Bank with which each such Bank has to maintain a balance 
amounting to at least 5 per cent, of its demand liabilities 
and 2 per cent, of its time liabilities. Tbe number of 
Scheduled Banks rose to 59 in 1939-40. 

Sec* 16(b), Difficulties of Indian Joint-Stock Banks : 
How to remove them. 

Tbe growth of commercial banking in India when com¬ 
pared with tbe development of banking institutions in other 
civilized countries presents a very gloomy picture. Bet us 
now have a brief account of the difficulties which stand in 
the way of progress of joint-stock banking in India* 
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(i) The participation of Exchange banks in the matter 
of financing internal trade restricts the sphere of 
activity of the joint-stock banks* This unhealthy 
competition has been severely criticised by 
Mr, N, R. Sarkar and should be removed by 
confining the activities of exchange banks to 
Port towns and restricting their right to attract 
deposit from the Indians. 

(ii) The indifference of the Public and of the Govern¬ 
ment is in a way responsible for the present state 
of things. The Government keeps its balances 
with the Imperial Bank of India or the Reserve 
Bank of India and is not ready to leave any part 
of its balances with, the joint-stock banks* The 
people of India have little confidence in these 
banking institutions and prefer to keep their 
deposits with the Government or with the 
Imperial Bank of India even though the fatter 
offer a nominal rate of interest, 

(ill) Again, want of honest business dealings and the 
absence of bank acceptances are other obstacles 
which go to restrict the activities of joint-stock 
banks* Again, major businesses are financed 
mainly by foreigners who will scarcely have an 
account with Indian joint-stock banks. 

(iv) The Imperial Bank of India which had been at 
the helm of banking organisation in India until 
the establishment of Reserve Bank did neither 
help the Indian concerns In times of distress nor 
favour them with re-discount facilities* 

(v) The Indian iloint-Stock Banks have no Associa¬ 
tion of their own and cannot follow a concerted 
policy which will enable them to survive in these 
days of competition* Each bank chooses an 
independent line of action and does not care for 
the well-being of other banks, 

(vi) The peculiar laws of succession which recognise 
a large number of heirs complicate the problem 
of transfer of immovable projierty and make the 
banks reluctant to advance money against im¬ 
movable property* 
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(vii) The Postal Savings Batiks also compete with the 
joint-stock batiks in attracting deposits and the 
standing offer for the sale of cash certificates often 
tempts the depositors to prefer investment in such 
certificate to the detriment of accumulation of 
deposits with the joint-stock banks. 

Let us now turn to discuss the remedies which the 
Central Banking Enquiry Committee have suggested for 
improving the position of Indian Joint-stock banking* These 
are :— 

(i) The Government should eome forward and favour 
the Indian Joint-Stock Banks with free remittance 
facilities and exemption from stamp duties and 
Registration fees, 

(ii) The unhealthy competition between the Exchange 
Banks and the Joint-Stock Banks should be re¬ 
moved by restricting the functions of Exchange 
Banks and defining the spheres of their activity. 

(iii) The newly created Reserve Bank should enable 
the banks to replenish their Reserve by offering 
re discount facilities and render financial assist¬ 
ance by keeping certain funds with them* 

(iv) The laws of succession should be remodelled and 
simplified so as to enable the banks to ascertain 
the number of persons interested in any property 
■which is offered as security. 

(v) The joint-stock banks should gain popularity by 
introducing efficient management and regulate 
their policy with reference to requirements of 
time. Number of branches should be increased 
with a view to affording banking facilities to the 
business- men in the interior village* 

See, 17, The Industrial Banking : The Functions of 
an Industrial Bank, 

On© of the causes of backwardness of Indian industries 
is the want of sufficient amount o£ capital. The ordinary 
joint-stock banks cannot afford to finance the industries ot 
India because their capital is mainly derived from deposits 
which can be withdrawn by the depositors whenever they 
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like. This leads to the necessity of a separate kind of 
banking organisation. The main business of such banks 
will be to finance the industries of the country. They 
should help the industrial companies in securing requisite 
capital by selling shares and by issuing debentures. They 
should furnish the companies with expert advice on finan¬ 
cial matters and should be always willing to carry out all 
types of financing business. The managers of such banks 
should be experts in industries because unless they are 
experienced men of business they will not be in a position 
to invest the bank's capital in a prudent manner. The 
industrial success of European countries has been promoted 
by the existence of industrial banks. In India the indus¬ 
trial banking is almost unknown. The only industrial 
bank that is carrying on considerable business is the 
Mysore Industrial Bank, The Tata Industrial Bank which 
was established with the object of financing industries 
could not work successfully for a long time. It had to 
discontinue its function of financing industries and became 
ultimately amalgamated with the Central Bank of India, 
The Indian industries have practically no industrial bank 
to provide them with the requisite amount of fund. The 
present system of financing through managing agency has 
utterly failed to do the needful owing to the lack of re¬ 
sources, industrial skill and proper judgment. The Indus¬ 
trial Commission emphasised the importance of industrial 
banking and recommended the establishment of industrial 
banks with large share capital and long-term deposits. 

The Commission also recommended that the Govern¬ 
ment should appoint an expert Committee to deal with 
subject of industrial banking. In the meantime an obliga¬ 
tion was thrown upon the Government to make provision 
for financing the middle-class industrialists by guaranteeing 
the repayment of money lent out to them by the banks 

Sec. 18. How to Develop Industrial Banking. 

A new type of bank should be created in India in order 
to foster the growth of industries. Such a bank will have 
to mvest money in industries and must for that reason 
accumulate large amount of capital. The capital of the 
k bj may augmented by the deposits but the bank 
should always take care to keep long-term deposits because 
the investment in industries means the looking up of capital 
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What steps 
should bo 
taken in 
developing 
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al banking* 


Industrial 
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Germany. 


for a long period of time- Although the task of financing 
the industries should fali upon these newly-created indus¬ 
trial banks the ordinary commercial banks can render 
immense service to the industries by following the German 
model, In Germany the commercial banks provide the 
greater part of capital required in industry by joining to¬ 
gether in a Konsortium and pledging themselves to accept 
some portion of their shares, The Government of the 
eounfcry should not remain quite indifferent but help the 
development of such banks by contributing certain amount 
of funds to them. Provincial industrial corporations should 
be established with capital supplied by the provincial 
governments* The public should be induced to purchase 
their shares. The share capital should be supplemented by 
debenture capital and purchase of these debentures may be 
encouraged by guaranteeing a minimum interest* The 
management of such banks should be left in the bands 
of industrial experts so that the capital of the banks may 
be properly utilised in financing those industries which are 
on a sound footing* The managers should always study 
carefully the conditions of an industry before they agree to 
finance the same. Again, care should be taken so as not 
to lock up a large part of their capital in one particular 
industry because, if that industry fails, the entire money 
invested in it will be lost* The provincial corporations 
should combine into Central Association and steps should 
be taken to form an All-Indian Industrial Corporation 
Such an All r India institution will cast upon the centra 
government a duty of developing the industries of national 
importance and go a great way in establishing wholesome 
relations between the industries and the departments of 
the Central Government* The policy of the Central 
Government in regard to the fixing of railway rates and the 
imposition of tariff and the purchase of share will come to 
regulated in response to requirements of industries* 

The industrial banks should be properly represented on 
the directorate of concerns which they undertake to finance* 
They should carefully study the conditions of industries 
before granting loans* When they are satisfied as to the 
condition of the industry they can help its development in 
the following ways (i) granting loans ; (ii) guaranteeing 
the debentures issued by industrial * firms ; (iiij Gnder- 
writing a part or whole of share capital. When the initial 
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capital has been thus raised, working capital can be easily 
secured by discounting the short-term bills and lending 
on stocks of goods properly ware-housed. These can be 
safely done by the commercial banks. 

Legislations for providing credit facilities to infant indus¬ 
tries should be passed on the lines of Madras State Aid to 
Industries Act. 

Sec, 19. The Co-operative Banking. 

The Co-operative banking organisation owes its origin to 
the Co-operative Credit Societies Aet which was passed ip 
1901* Within a short time it was found that the provisions 
of the Act could not fully meet the growing demand for co¬ 
operative credit* Hence the Act of 1904 was followed by 
Act of 1912* The latter act provided for the formation of 
Central Banks by means of union of Primary Societies, 
These Banks should exist for performing the following func¬ 
tions—(a) attracting deposits from money-lenders and 
professional classes, (b) lending money to the primary 
societies, (c) taking away the excess fund of a society and 
utilising it for making up the deficiency of others, (d) super¬ 
vising and guiding the actions of affiliated societies* The 
Government has stimulated the development of co-operative 
banking in four ways“{l) by granting initial advances to 
new societies, (2) by conferring upon the members certain 
privileges, (3) by making special advances to meet financial 
difficulties of such banks, and (4) by guaranteeing the inter¬ 
est on debentures. The Central Banks have been financing 
the primary societies successfully* The number of such 
banks is increasing every year* In 1936 there were as many 
as 615 Central Banks, In 1935-36 the working capital of 
these banks amounted to Es* 29‘4 orores* The working 
capital is derived from the following sources—(a) share 
capital, (6) resprve, (c) deposits and (d) loans* 

The Maolagan Committee recommended the creation of a 
co-operative institution at the head of each province. Such 
an institution has been established almost in every province 
and is technically termed as Provincial Bank, There are 11 
fluoh banks in India, Those banks depend for their work¬ 
ing capital mainly upon the deposits from the affiliated co¬ 
operative societies as also from the public. These banks 
are helping the progress of co-operative societies by provid- 
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ing them with funds through the intervention of Central 
Banks. They occupy the premier position in the co¬ 
operative banking system and direct the policy to be follow¬ 
ed by the Central Banks in financing the primary societies* 
The Central Banks cannot be expected to use their capital 
economically and efficiently unless they are controlled by a 
Provincial Bank. 

The existence of such a Provincial Bank is but a step to 
the All-India organisation of co-operative societies. The 
creation of an All-India institution will be conducive to 
the interest of the country inasmuch as it will facilitate 
the adjustment of capital through the medium of the 
Provincial Banks* A Provincial Bank having a stock of 
surplus capital will be in a position to deposit the same in 
that All-India institution and the latter will utilise the 
fund so deposited in making up the deficiency of other 
Provincial Banks. The proposal for an All-India organisa¬ 
tion does not now receive support in view of the fact that 
co-operation is now a provincial subject and that the 
establishment of such an apex bank will interfere with the 
liberty of the Provincial Banks. The Reserve Bank of 
India will, as the Central Banking Enquiry Committee tells 
us, do away with the necessity of such an All-India institu¬ 
tion. The said bank has been empowered to create an agri¬ 
cultural department which will co-ordinate the operation 
of the bank in connection with agricultural credit and its 
relation with the provincial co-operative bank and any other 
banks. The utility of an international co-operative bank 
was fully discussed in the International Conference that 
met at Stockholm in 1927* 

Mr. J. Coatman, Director of Public Information makes 
the following remarks in connection with the development 
of co-operative banking in India : * On the purely credit 
side, the working of the year (1926-27) fully proved that 
the development of co-operative banking and the linking up 
of the financing of agriculture with that of trade and com¬ 
merce will be of incalculable benefit to the country, as it 
will undoubtedly save much of the waste attendant upon 
the use of cash. Considerable advance was made during 
the year in getting co-operative banks to recognise the need 
for distinguishing between short-term and long-term loans, 
a distinction which corresponds to a real distinction in the 
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need of members. By maintaining an effective watch over 
the proper use of loans and their repayment and by help¬ 
ing to keep a major portion of the assets of the societies in 
a fluid state, this distinction will undoubtedly assist the 
movement to come into closer touch with the money market. 
The need for land mortgage banks for the redemption of 
old debts is now being felt and a move in this direction is 
being made by the establishment of a bank in the Rajshahi 
district. 1 ' 

Sec, 20, Land Mortgage Banks, 

The Co-operative Credit Societies have rendered im¬ 
mense services to the agriculturists by providing them with 
short-term loans on a reasonably lower rate of interest. 
But these societies cannot provide for long-term loans 
which may be required for the payment of their long-stand* 
ing debts and for investment iu land and scientific appli¬ 
ances. This points to the necessity of a separate set of 
institutions like the Land Mortgage Banks which can afford 
to provide the agriculturists with long-term loans. The 
opinions differ as to the constitution and organisation of 
these Land Mortgage Banks, The Royal Commission on 
Agriculture recommended the creation of a set of co-opera¬ 
tive banks similar in organisation to the Prussian Farm 
Mortgage Credit Corporations, The Land Mortgage Banks 
of India do not come under the category of such banks, 

I hey are quasi-co-operative in character having a mixed 
membership of borrowers and non-borrowers and formed 
with share capital and on a limited liability basis. At 
present there are 10 co-operative Land Mortgage Banks 
m the Punjab, Among other provinces Bengal has five, 
Bombay has fourteen, Assam has five, and Madras has 100 
Primary Land Mortgage Banks and one Central Land 
Mortgage Bank, These banks usually advance money 
for the redemption of old debts and improvement of land 
and method of cultivation. Attempts are however being 
made for the establishment of Land Mortgage Banks on co¬ 
operative principle. The Central Banking Enquiry Com¬ 
mittee recommended the creation of two kinds of such 
banks, vm, (i) Land Mortgage Banks based on co-operative 
principle for the small agriculturists and (ii) Banks based 
on commercial principles for the benefit of landlords. 
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The Land Mortgage Banks of the first type should 
derive their capital from shares and debentures. The 
debentures should be issued by a Central institution, called 
the Provincial Land Mortgage Corporation and the interest 
on these debentures should be guaranteed by the Govern¬ 
ment* The Government should also subscribe to the 
initial capital of these banks* The banks should insist on 
the capacity and business habit of the directorate so 
as to promote judicious extension of credit after careful 
investigation of title deeds and accurate estimate of 
borrower's credit and repaying capacity. The banks should 
lend out money to the agriculturists for certain specified 
purposes, viz^ (i) the liquidation of old debt, (ii) redemption 
of land and houses of the peasants, (iii) the improvement 
of land and methods of production. A maximum period 
should be fixed for the repayment of loans and a system of 
equated payment should be adopted* The banks should be 
given the privilege of enforcing their claim without taking 
recourse to Civil Courts* 

The second type of banks is intended for the benefit of 
landlords* These banks should be formed on the line of 
the English Mortgage Credit Corporation and their capital 
should be derived by selling shares and issuing debentures. 
Dawson's Bank in Burma is a solitary instance of such 
bank in India. 

The formation of Land Mortgage Banks can be encour¬ 
aged if the Government comes forward and confers on them 
special fiscal and judicial privileges about execution and 
fore closurej exemption from stamp duties, registration fees, 
and income tax. 

See, 20(a)- The working of the Land Mortgage 
Banks : The duty of the Government* 

The importance of Land Mortgage Banks on the agri¬ 
cultural economy of rural India cannot be ignored in view 
of the fact that the Co-operative Credit Societies have sig¬ 
nally failed to provide the agriculturists with long-term 
loans which may be badly needed for the re-demption of 
old debts and for any permanent inWeteient in agriculture. 
The organisation of such banks oik flpiasi-co-operative basis 
has been of recent growth* The lead in this matter was 
taken by the Punjab as early aa 1920 at Jhang, Several 
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Land Mortgage Banks were established in the Punjab and 
the success they attained there led to the establishment of 
similar organisations in Madras* Bengal, United Provinces, 
Assam and Bombay, Bengal could not make a headway 
in the organisation of such banking institutions owing to 
difference among co-sharers to execute mortgage bonds 
jointly. 

In Bombay and Madras these institutions have attained 
considerable success* In Madras the first scheme was 
launched m the year 1924-5 and since then the number of 
primary Land Mortgage Banks increased gradually till 
the year 1939 when there were as many as 100 primary 
institutions affiliated to the Central Land Mortgage Bank, 
This latter institution which has in the directorate emi¬ 
nent men can easily float debentures at the low rate of 3 
per cent. The success of these banks is partly clue to the 
encouragement which they have received from the Provin¬ 
cial Government by way of (i) guarantee for interest payable 
on debentures and (ii) subsidy of Rs. 25*000 towards working 
expenses and partly to the sound banking policy of the 
institutions. In Bombay the first experiment in this behalf 
was financed by the Bombay Provincial Go-operative Bank 
which set up a separate Land Mortgage Department for 
this purpose* This experiment could not produce satis¬ 
factory result and the Bombay Land Mortgage Committee 
was set up to examine the position, In pursuance of the 
recommendation of this Committee the Bombay Provincial 
Co-operative Land Mortgage Bank was started in Decem¬ 
ber, 1935 and a number of new primary banks were affilia¬ 
ted to this central institution. Like Central Land Mortgage 
Bank of Madras this central agency has been issuing de¬ 
bentures at an interest of 3£ per cent, on a statutory 
guarantee of the Government for the principal and interest 
of debentures upto Rs* 50 lakhs. To stimulate the growth 
of such banking institutions the Government of Bombay 
baa also agreed to give concessions in respect of remission 
of stamp duty, registration fee, income-tax on profits and to 
grant for three years an annual subsidy upto a maximum of 
Rs, 10*000 in tba first year, falling to Rs, 6,000 in the third 
year. The extension of these banking faodities to other 
provinces whioh are still backward is an onerous task which 
can scarcely be undertaken by private initiative unaided by 
Government efforts. If the Provincial Governments con> 
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Dharrna- 
golas or 
Grain Banks* 


cerned fellow the Governments of Bombay and Madras in 
aiding the growth of these institution in their territories 
substantial progress can be achieved in this line. 

Sec* 21. Co-operative Grain Banks* 

The Co-operative Credit Societies have been render¬ 
ing yeoman's services to the peasant community by making 
provision for credit. But cheap credit often encourages 
extravagance and cannot give the agriculturists every 
that they may require. Sometimes it is found that agri¬ 
cultural distress is due to the scarcity of crops or seed 
crains. The economists tell us that money is the best 
store of value but an agriculturist who lives m a remote 

village and keenly feels the want of seed g^' DS ^‘ Dg k 
agricultural season will get no benefit from thehttle stock 
of monev that he may happen to possess ^ a jremedy 
for these unforeseen calamities suggestions have been made 
for the establishment of Dharmagolas or Grain Banks. 
Those banks will give the agriculturists immense oppor- 
tmnities of preserving certain portion of the crops in times 
of plenty and of withdrawing the same during the period. o 
Thev will serve as a store of gram where the 
f-riculluris^ can deposit their surplus crops. The crops 
thus accumulated will be lent out to those who are in need 
of them at a lower rate of interest Payable in terras of 
during the good harvest year- This repayment m 
terms of crops is advantageous inasmuch as the agricul¬ 
turists will not have to incur the loss whrch a faU in pnee 
during the year of repayment may lead to. Ihese g a 
banks will also render invaluable services during years o 
scarcity and famine when these reserves of grams will be 
available for saving many human lives. 

The chief defect of these organisations lies in the risk of 
deterioration which follows from the perishable nature ot 
the articles deposited. 


Sec. 22. Clearing House. 

The system ot ‘Clearing House’ plays an important part 
in the present day organisation of banking concerns. « » 
a machinery by which the claims and counter-claims of the 
member banks are adjusted and the surplus claims are 
settled by cheques upon or book entries in a premier a 
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which acts us a so tiling bank with which alt other hanks 
have account* In this way the use of cash for the adjust¬ 
ment of claims is avoided. In India clearing houses have 
Iwen established in almost all the principal towns* viz** 
Calcutta, Madras, Bombay, Karachi, Cawnpore, Lahore, 
Delhi, Simla* Ahmed a bad, Colombo and Rangoon. Formerly 
the Imperial Bank of India served as the Bankers' Bank 
because almost all other banks kept a certain part of reserves 
in that bank. Now this position has been taken up by the 
Reserve Bank of India with which nil scheduled banks are 
under obligations to keep account ; in places where the 
Reserve Bank has no office* the Imperial Bank of India 
still serves as a settling bank. The settling bank determin¬ 
es the balance due to any bank on a particular date and 
settle the same by cheques and book entries thus doing 
away with the necessity of cash in any form. Tho system 
of clearing house is a happy sign of the growth of trade and 
banking and of the increased use of cheques as a medium of 
exchange. 

Greater economy of cash may be effected through tine 
medium of Clearing House if efforts are made to popularise 
the use of cheques by extension of banking facilities and by 
introducing Indian vernacular in cheques, pass books and 
deposit receipts. 

See. 22(a). Methods of Inland remittance. 

The demand for money is not equally keen in all parts 
of the country at all times. Bombay may be in urgent 
need of funds for financing the inland trade when Bengal 
knows not what to do with her surplus funds. This brings 
into prominence the question of inland remittances. The 
inland remittances may be effected in the following ways 
{») transfers through the Reserve Bank and the Imperial 
Bank, (ii) transfers through the Government Treasuries, 
(iiij transfer of rupees by rail or road, (iv) remittances 
through the Post offices, (v) remittances by hundies or 
cheques. 

<J) Transfer through the Reserve Bank and the 
Imperial Bank i—The Reserve Bank of India effects trans¬ 
fer of funds by issuing and paying telegraphic transfers and 
Bank Post bills. The Imperial Bank also renders the same 
service by purchasing demand drafts and paying drafts and 


Clcari ng 
Hovises m 
pri ncipnl 
town*. 


Method of 

Inland 

remittances. 


Transfer 
through tho 
Imperial 
bank. 



472 


A FIRST COURSE OF INDIAN ECONOMICS 


Supply bills. 


Transfer by 
rail or road. 


Postal 

remittances. 


Transfer by 
bundles or 
cheques. 


telegraphic transfers. The services are not gratuitous but 
a small commission is charged for this remittance business. 
The other joint-stock banks are gradually taking part in 
this remittance business. 

(ii) Transfers through Government Treasuries 

The Government renders great assistance by using the funds 
available at the treasuries to the advantage of the public 
demanding transfer of funds* The supply bills' drawn 
upon other treasuries are sold to the public who send the 
bills to the place where the treasuries are situated and 
get cash from the treasuries. 

(iii) Transfer by rail or road :—To satisfy the demand 
for silver coins in the rural areas where crops are purchased 
by the dealers, metallic coins are transferred from one place 
to another in large quantities. The dealers generally travel 
by rail and road with liquid cash in their pocket and the 
British rule in India which has brought security m 
life and property, protects these travellers from robbers and 

thieves. 

(iv) Postal remittancesThe Post offices render 
yeoman’s services in. connection with the remittance of 
funds from one place to another. In case of transfer of 
small amounts, remittance by postal money order is the 
most convenient method* 

(v) Transfer by handies or cheques The internal 

trade is financed and transfer of funds is effected by the 
shroffs who generally confine their advances to the discount¬ 
ing of hundies. In times of stringency these shroffs may 
replenish their stock of money by getting their bundles 
rediscounted by the Imperial Bank and other banks. Ihe 
use of cheques is becoming popular day by day. ihe 
cheques drawn upon one bank are accepted by other banks 
and by its branches in other centres. The popularity of 
the cheques lias been enhanced by the machinery of the 
clearing house which gives facility for the cancellation of 
cross-claims and the settlement of the final balance by 
means of cheques drawn upon the Reserve Bank, 


Questions & Answers 

Chi. Describe the various types o f Banks that exist id India.—The Govern 
raent of India itself is a great banker,—Comment* (C. U* 19150 

Ana. 'Sac. 12. 
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Q. 2- Describe the Indian banking system* (C, XL 1927.) 

Ans, See —Secs* 5, 13 and 14, 

Q. 3. What is the position of the Provincial Co-operative Banks in the co¬ 
operative organisation of India ? Is it necessary to create an All-India institution 
to finance the provincial Bank ? (C, U. 1928,) 

Ana, Sea—Sec, 19, 

Q, 4, Explain the position of Exchange Banks in the Import and Export 
trade of India, How will they be affected by the creation of the Bank ? (C.U. 1923). 

Ana, See —Sec, 13, 

Q. 5, How do yon account for the undeveloped state of industrial banking 
in India 7 What are the conditions under which the success of the Industrial 
Banks can be ensured ? Is it possible to create those conditions in India 7 

(C, U. 1928,) 

Ana. See —Secs. 17 and 18. 

Q. ft* Show that credit is an indispensable factor in modern business* 

Ana. See—Sec. 1+ 

7, Describe the utility of co-operative Grain Banka in Bengal, (C. U. 

1924.) 

Anft. See —Sec. 21(a). 

Q. 8, Give an account of the amalgamation of three Presidency Banka into an 
Imperial Bank of India. 

Ana. Se^Seo, 5, 

Q. 9. Do yon say that a Central Bank for India is desirable ? In what ways 
would it be an advantage to India. (C, U, 1329), 

Adi. See— See, 9. 

Q. 10, Discuss the relation that the Government has with the Imperial 
Bank. 

Ad*. SeeSoa* II 

Q. 11. Trace the history of the amalgamation of the Presidency Banks into 
the Imperial Bank of India, What do yon think havo been the advantages of such 
amalgamation ? (O, U. 1930.) 

Ana. See —Sec. 5. 

Q- 12, What should bo iu your opinion the suitable Constitution for the 
Reserve Bank in India ? What functions should it ordiuarilv discharge ? 

(C. U. 1934.) 

An*. See— Secs. 10 and 10(a). 

Q. 13. DcHoribo the main features ol the Indian banking system. (C. I . 
1333.) 

An*. 6’^—See, 3. 
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Q* 14. Account for the absence of banking habit among the people of India, 
What measures would you suggest to encourage this habit among the mass of the 
people* {C, 0\ 1935.) 

Ane* Sec —Sec. 1(a), 

Q. 15, Describe the present organisation ol the Indian Money-market* What 
part is the Reserve Rank expected to play in this market ? (C* U* 1936.) 

A ns* See —Secs. 2(a), and 2(c)* 

Q, 16* What are the different types of banks that we have in India* What 
part do the Exchange banks play in financing our trade* (C. U, 1937.) 

Ana* Sec—Secs, 5-14* 


Q. 17. Give an account of the Reserve Bank of India* What are its relations 
to the rest of the banking system of this country. (C* U. 1940 ) 

Alls, Sre—Secs* 10(a), 10(b) and I0{c). 

Q. IS, Do vou advocate the establishment of industrial banks in India* 

(C* U. 1940*) 

Ans, S^if—Secs* 17 and !&, 

Q. 19* Discuss the scope and functions of mortgage banks* Have any land 
mortgage banks been established in Bengal, (C, U* 1940*) 

Ans* See —Sec* 20* 


CHAPTER XVI 


PRICES 

Sec. 1« The Causes of Rise in Prices, 

The prices of commodities may be influenced by various 
factors* When prices of commodities rise the value of 
money is said to have depreciated. This depreciation 
in the value of money may be caused by the following 
causes, viz. 

(1) The depreciation may be quite unconnected with 
the supply of money. If the stock of money to be used for 
exchange purposes remains the same, the rise in prices may 
be due to the diminution in the supply of commodities. 
Whenever the supply of commodities is not sufficient to 
meet the total demands for commodities, the prices of those 
commodities will rise. 

(2) The rise in prices is often brought about by the 
inflation of currency* If a country has a managed system 
of currency the rise in price will frequently take place, 
because the authority entrusted with the management of 
currency, fails to adjust the supply of currency to meet 
the demand for the same, In India the rise in prices is 
very often occasioned by this want of adjustment, 

(3) The depreciation of money or the rise in prices 
may be due to the inflation of credit instruments. If there 
is an increase in the use of credit the prices of commodities 
will be affected. Although credit does not influence price 
in the same sense and to the same extent as money does, 
still it cannot bo denied that it has some influence upon 
prices* 

(4) The rise in price may sometimes be caused by an 
increase in the rapidity of circulation of money. This 
rapidity is often due to the increased facilities of banking. 
The development of credit system which is occasioned by 
the infusion of banking facilities is mainly responsible for 
the recent rise in prices. 
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Sec. 2* India and Rise in Prices in the Past* 

In India prices of commodities have been influenced 
both by internal and external causes. In these days of 
international trade the Indian prices cannot but respond 
ultimately to the vise in world prices* If the price of wheat 
increases very much in London the price of wheat of India 
cannot remain unaffected. The exporters will think it 
profitable to export wheat to London and in consequence 
the demand for wheat in the Indian market will increase. 
This increase in the demand for wheat must have its effect 
upon the prices. In this manner rise in world-prices will 
influence the Indian price level to a considerable extent. 

The causes that were responsible for rise m world-prices 
in the past may be summarized in the following lines 

(1) The demand for commodities increased very much 
on account of the rise in the standard of living. The 
materialistic ideal acquired prominence with the advance¬ 
ment of civilization and simplicity in the matter of dress 
gave place to pomp and grandeur. 

(2) The destruction of commodities caused by wars 
and the direction of human efforts to unproductive purposes 
were also important causes of the rise in world-prices, 

(3) The increased supply of gold which was used for 
monetary purposes might be another cause of the rise 
in prices. If the supply of money materials increases, 
the value of money which indicates its purchasing power 
will fall with the result that the prices of commodities will 
rise. 

(4) Another important cause of the rise in world-prices 
was the development of credit system. In western coun¬ 
tries the deposit banking system made considerable progress 
and exchange transactions w j ere carried on through the 
medium of credit instruments. 

The rise in world-prices which had been brought about 
by the factors mentioned above influenced the Indian price 
level to a considerable extent. Besides these external 
causes t there were certain internal causes which were res¬ 
ponsible for the rise in Indian prices in the past. Let us 
have a brief summary of these internal causes :— 
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(1) The population of India increased faster than the 
food supply. The supply of foodstuff could not keep pace 
with the increasing population and the result was a rise in 
the price of foodstuff. The Malthusian doctrine of popula¬ 
tion operated vehemently in India and the Law of Dimini¬ 
shing Beturn manifested itself with the extension of culti¬ 
vation to inferior laud. 

% 

(2) The rise in the standard of living necessitated an 
increased consumption of manufactured goods and India had 
to export food grains in large quantities in exchange for 
the foreign articles that she imported. The supply of food 
grains had for this reason fallen greatly and the inevitable 
consequence of this diminution in the supply of foodstuff 
was the rise in prices. 

(3) Again* the rise in the price of foodstuff was due 
to the replacement of foodcrops by commercial crops. 
This change of policy was responsible for a considerable 
reduction in the output of foodgrains and hastened a rise 
in prices. 

(8a) An increase in the export of foodstuffs had some¬ 
times raised their prices. 

(4) The rise in prices was sometimes due to the failure 
of crops. The total output was scarcely sufficient to meet 
the demand. Hence there was a rise in prices, 

(5) The prices of commodities were sometimes raised 
by the inflation of currency and by the infusion of banking 
facilities. The Government of India was entrusted with 
the charge of controlling the currency system of the country 
and sometimes increased the supply of currency in response 
to the external volume of trade which did not correctly 
represent the nature of the entire volume of trade. In this 
way the Government expanded the currency in circulation 
although such an expansion was not demanded by the 
volume of trade. In 1908 Mr. Gokhale emphasized the effect 
of the expansion of currency on price level in a debate of 
the Legislative Council. Again* the considerable progress 
that the defective credit system of India made-during the 
time, contributed to the rise in prices to some extent. 

(6) The imposition of protective duties upon certain 
commodities with the object of protecting the infant 
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industries of the country led to the rise in the price of 
those commodities* 

(7) The modern system of combative advertisement 
increased the cost of production and thereby caused a rise 
in prices* 

(8) The development of communication had some effect 
upon the price-level of the country* The demand for the 
commodity increased as the market was extended and the 
price of the commodity rose in consequence* Sometimes 
the development of communication and the lowering of the 
cost of transport will have the opposite effect. This happens 
when by virtue of the development of communication, India 
is linked up with another country which has better advan¬ 
tages in producing certain commodities which India requires 
in large quantities. 

(9) Other minor causes were the rise in prices, wages, 
import of capital and dealers 3 monopolies* 

Sec* 3. An Estimate of the Rise in Prices* 

In this section we shall divide our study of Indian price- 
level into three well-defined parts, viz.—(a) The price-level 
before the war, (6) the price-level during the war and (c) the 
price-level after the war. In the pre-war period there 
was a considerable rise in the price-level in India* If we 
take the year 1873 as the basic period we will find that the 
price-level rose to the extent of 43 per cent* in 1913* The 
causes that were responsible for the rise in prices during 
that time were both external and internal in character* 
The external causes were, as enumerated by Mr. K, L, Dutt, 
two in number, viz—( 1} increased supply of gold for 
currency purposes, (2) the destructive effect of wars which 
had been taking place since 1898* We have discussed 
in the preceding section how war reduces the supply of 
commodities and thereby raises their prices. Mr* Dutt 
referred to four kinds of internal causes. These were— 
fa) the development of credit system which increased the 
medium of exchange, (b) the improvement in the facilities 
of transport which had the effect of widening the market 
for commodities, (c) the substitution of food crops by non¬ 
food crops and, (d) increase in the exportation of foodstuffs, 
from India which reduced the supply in India* Mr, Dutt 
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however, seems to ignore the influence that the managed 
currency of India had exercised during that time on the 
price-level of the country. 

During the war period the prices of commodities rose 
very high. This was due to the abnormal increase of 
demand during that time. The belligerent countries had to 
depend greatly upon India for the supply of articles that 
were necessary for subsistence as well as for military 
purposes. India had to increase her export and in conse¬ 
quence, the price of the exported commodities began to rise, 
Again, the prices of commodities that India used to import 
in those days also increased because the supply of those 
articles was appreciably reduced in the exporting country. 
People were engaged in warfare and could not produce 
industrial commodities in sufficient quantities, Another 
cause of high price during the war period was the redundant 
supply of currency in circulation—a supply that was the 
outcome of an inflationary policy adopted by the Govern¬ 
ment, The breakdown of the railways and shortage of 
rolling stock during wartime accounted for rise in local 
prices. 

It should be noted in this connection that prices in India 
lagged behind and were lower than those in the United 
Kingdom and France. The reason of this disparity lay in 
the fact that during the war time restrictions were imposed 
upon the import of specie and export of goods and the 
Government of India tried to control the prices and exchange 
rate artificially* Another reason was that the extent of 
inflation was far less in India, 

Immediately after the war was over, the price-level of 
India began to rise still further. This rise was occasioned 
by three important causes ; first, the war caused heavy 
destruction of commodities and therefore the supply could 
not adjust itself to the demand for commodities. Secondly, 
the demand for commodities by the army continued till 
demobilization could be effected. Thirdly, Government 
of every country inflated the currency still further with the 
result that value of money fell considerably. The prices 
continued at the high level till 1926 when they began to 
take a downward course. 

The indices of wholesale prices of different countries are 
given below '— 
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Sec. 4. The effect of change in prices on the eco¬ 
nomic condition of the people* 

' The rise in the prices of commodities affects the different 
sections of the community in a different manner* The 
producers will be gainer inasmuch as their articles can be 
sold at a higher price ; but we should rein ember in this 
connection that this high profit can be reaped only so long 
as the cost of production does not rise proportionately. The 
cultivators will be benefited by the rise in prices because 
their articles will be exchanged for a large amount of 
rupees ; but this gain will be a nominal one if the prices 
of other commodities which the cultivators are to purchase 
in order that they may keep their body and soul together, 
rise in the same proportion* Again, the gains of the agri¬ 
culturists may be intercepted by the middlemen who in 
anticipation of a rise in prices may have contracted for the 
purchase of the surplus output at a fixed price* The agri¬ 
culturists will* however, derive much benefit in connection 
with the repayment of their debts payable in money because 
the creditors cannot but demand the same amount of 
rupees with interest* The small land-owners will derive 
much benefit from the rise of prices because the income 
from their land will increase while the revenue pay¬ 
able to the Government will remain the same* The raiyafcs 
in the raiyatwari system of tenure where settlement of 
revenue is made directly with them, will derive much benefit 
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because their income will rise in terms of money but they 
will have to pay the same amount of revenue to the state. 
But the big zemindars whose income is derived from the 
rents realised from the tenants and who are not entitled to 
raise the amount of rent payable by the tenant whenever 
they like, will be hard hit because their expenses will 
increase while their income will remain the same* 

The capitalist manufacturers will reap the benefit of a 
rise in prices so long as the cost of production does not 
increase proportionately* But once the wages have been 
raised, it will be difficult for them to reduce them, when the 
price takes a downward course* The handicrafts will be 
hard hit because the rise in prices will bring into prominence 
the competition of machine-made goods and encourage 
importation of cheap goods* 

The persons with fixed income will be seriously affected* 
Thus the employees either in' government service or in 
private service will suffer because their income will not 
increase in response to the rise in prices* Similarly, the 
creditors and the holders of government and other securities 
will be at a disadvantage because their loans and invest¬ 
ment will bring a fixed amount of income while their 
expenses will increase on account of the rising prices* Again, 
the professional men such as lawyers, physicians whose 
fees do not respond to the rising prices will be the worst 
sufferers* Their expenses would rise considerably because 
they have to maintain their comparatively high standard of 
living but they cannot increase their fees* 

The wages of the unskilled labourers will lag behind, 
The producers can afford to increase their wages hut they 
will not do so because they are selfish men* The employers 
will enjoy higher income at the expense of the poor labourers* 
The labourers cannot enjoy the fruits of their own endea¬ 
vour and their wages cannot be readily adjusted to the 
rising price-level because there is no suoh effective organi¬ 
sation of labourers which can compel the employers to raise 
their wages or to make other favourable arrangements for 
their employment* The trade-union movement is still in its 
infancy in India, Mr. Dutt, however, proved that the 
wages of the rural labourers rose faster before the war than 
the retail prices* In such a case the labourers were un¬ 
doubtedly at an advantage* 

31 
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Sec, 5, Is Rise in prices beneficial to the country ? 


The rise 
in price 
indicates 
the economic 
prosperity of 
the country. 


We have studied in the preceding section the effect of 
the rise in prices upon the economic position of the different 
sections of people. We shall now discuss its effect upou 
the economic condition of the country as a whole. Mr, K. L, 
Dutt is of opinion that the rising prices have contributed 
greatly to the development of India's resources. The rise 
in prices has added to the wealth of the country by 
increasing the profits that can be derived from agriculture 
and other industries. It has brought special advantage 
to a debtor country like India inasmuch as it enables her 
to discharge her foreign debts by a smaller amount of com¬ 
modities. The wages that are paid to the labouring classes 
have also increased considerably. That the pecuniary 
condition of the people of India has improved is indicated 
by the increase in the consumption of foreign articles of 
luxury. The increase in the importation of and the heavy 
absorption of precious metals by India bear witness to the 
fact that people of India can afford to spend money in 
purchasing those articles which are not at all required for 
keeping their body and soul together, The prosperity of 
the country is to be measured by the volume of her pro¬ 
duction and the extent of her consumption. During the 
rising prices the volume of production has increased con¬ 
siderably on account of the impetus that has been given 
to the industries of India. The export trade of the country 
has expanded and in consequence India has a considerable 
balance in her favour after paying the value of her imported 
commodities. This surplus balance in her favour is liqui¬ 
dated by the importation of precious metals in sufficient 
quantities, From what has been stated above it is clear 
that according to Mr, Dutt the rise in prices has contri¬ 
buted to the real progress of the country, We cannot, 
however, endorse the view of Mr, K. L. Dutt iu regard 
to rising price. True it is that India derives certain 
benefit from the rising prices of her exports but at the 
same time she has to pay higher prices for her imports. 
The cost of production also increases along with the increase 
in demand for articles governed by the Law of Diminishing 
Return, The rising prices donot f therefore, always indicate 
the prosperity of the country. The consequences of a rise 
in prices may be positively harmful. 
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Sec, 6* The Recent Movement: its effects on 
prices* 

Since 1925-26 there has been a general fall in the level 
of prices* This fall has not been peculiar to India but we 
find that other countries of tho world are keenly feeling the tluTgencral 
effects of a fall in prices. This general fall in prices has fall in prices, 
been brought about by various causes. The world-wide 
fall is attributed partly to over-production of commodities 
and partly to inadequacy in the supply of gold for the 
requirements of the world as a whole. Among the causes 
peculiar to India we may mention the attempt on the part 
of the Government to maintain the rate of exchange at 
Is, 6 d< The prices of rice* wheat and jute reached 

the lowest figure. The Calcutta wholesale price index 
number for September, 1929 was 143 ; it had fallen to 91 
by September, 1931— a fail of over 36 per cent* ; it rose 
again to 98 by December, 1932 but by subsequent March 
it cams down to 94, This was merely a reflection of the 
depreciation of local currency in terms of gold which 
followed the abandonment of gold standard* The declining 
tendency continued till March, 1933 when it came down 
to 82* The Calcutta Index Number then began to rise 
steadily till at the end of July it reached 91, the maximum 
for 1933-34. The months that followed witnessed a down¬ 
ward tendency and in December 1933 the Index number 
stood at 89. The early months of 1934 saw a slight decline 
and in March, 1934, the Index number came down to 88, 

During 1934-35 the price-level generally fluctuated within 
a margin of two points from this level, the changes being 
more often in the upward direction. In March, 1935 the 
Index Number stood at 91* The most conspicuous feature 
ot the movement has been the heavier decline of agricul¬ 
tural prices* The fall in prices of commodities has brought 
misery to the poor agriculturists. 

The rent payable to the landlord and the cost of produc* 
tion remain almost unaltered while the agriculturists get 
fewer rupees in exchange for the products that they turn 
out* Attempts should be made to improve the conditions 
of the agriculturists by encouraging production with the 
up^to-dat© appliances and by reducing the rent payable to 
tho landlord in oases where such reduction is possible* 

Tho fall in prices has also affected the interests of the 
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artisans and industrialists. The manufactured articles can 
be sold only at a lower price but the cost of production 
cannot be reduced considerably because the wage-earners 
are not ready to accept lower rate of wages. 

The year 1936 recorded a stationary condition. The 
year that followed showed an upward tendency and the 
index number stood at 102* In 1938 the Calcutta whole* 
sale price Index Numbers fell to 95, Since the out-break 
of the present war the commodity prices took an upward 
trend and came up to 137 in December, 1939* The follow¬ 
ing year witnessed a downward movement but this was 
checked by the end of July, 1940 when the Index Number 
stood at 114, 


Wholesale Price Index Numbers 


Year, 

Calcutta* 

Bombay. 

Karachi. 

1926 

ns 

149 

140 

1927 

148 

147 

137 

1928 

145 

146 

137 

1929 

141 

145 

133 

1930 

116 

126 

108 

1931 

90 

100 

99 

1982 

91 

109 

99 

1933 

87 

9S 

97 

1934 

99 

95 

96 

1935 

91 

99 

99 

1936 

91 

96 

102 

1937 

102 

106 

108 

1938 

95 

101 

104 

1939 

108 

109 

108 
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Questions and Answers 

Q. 1* Enumerate the principal causes of the recent rise in prices in India ; 
which of those causes do you consider to be peculiar to India ? (Ci U, 1916), 

Ans. See—Sec. % 

Q- 2. The following are among the causes of the high prices in India : 

(а) Development of communication and lowering of the cost of trans¬ 

port* 

(б) Growth of Ranking facilities and the Development of credit* 

(C, U. 1917). 

Discuss. 

Ana* See —See. L 

Q. 3* Examine the Principal causes for the variation of agricultural prices 
m India* Do you consider that rising or falling of prices are preferable from the 
standpoint of general prosperity ? (C, U. 1929). 

Ana. See —Secs. 2 & 5- 

Q. 4* Mention the economic effects of the recent rise in prices in India. 
(0. IL 1921). 

Ana. See —Sees. 6 and 7. 



CHAPTEK XVII 

UNEMPLOYMENT 


Sec. 1. The Problem of Unemployment. 


How the 
problem 
differs in 
India* 


Un-employ- 
ment among 
difierent 
classes. 


Like all other civilised countries India now finds it 
difficult to solve the problem of unemployment; but the 
problem of unemployment io India differs considerably 
from that in the western countries which have already 
flourished in the sphere of industry* In western countries 
unemployment has been generally the result of industrial 
depression occasioned by the maladjustment between 
production and consumption* We cannot* however, dog¬ 
matically assert that in India there has never been such 
mab adjustment which brings about depression of trade and 
industry* What we mean to suggest is that the part played 
by this factor is not very important in India where in¬ 
dustrial revolution has not as yet succeeded in making the 
population more or less dependent upon the industries* The 
problem of unemployment has to be studied here with 
reference to several other factors which are peculiar to 
India* 

India is a country where the population is mainly 
dependent upon agriculture which can only demand a 
seasonal employment of labourers. The labourers are thus 
out of employment when they have no work in the field 
to do. Again, failure of monsoons which occurs frequently 
in India leads to cessation of agricultural operations and 
complicates the problem of unemployment* Another class 
of labourers who are suffering greatly on account of un¬ 
employment is the artisan class* 

The industrial revolution has not yet been complete* 
India is now in a transition and in consequence the artisans 
who used to carry on production in cottages have been 
thrown out of employment. 

Another section of the community which has been 
recently faced with the problem of unemployment is the 
middle-class section which includes people who are literate 
and depend more or less upon the clerical occupation* 
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Sety 2. Causes of Unemployment. 

India is a country where agriculture is the principal 
occupation of the people, but there are other occupations in 
which people of India are often employed, People are 
sometimes employed in industrial and commercial under¬ 
takings and in the clerical and other educational services, 
but these occupations can afford to engage only a limited 
number of persons. In this section we shall discuss the 
various causes of unemployment. 

(i) Bural unemployment which means unemployment 
of the agriculturists generally manifests itself when the 
agricultural season is over. The agriculturists have to 
remain idle during that time when there is no demand for 
their services and have to starve if they have not stored 
enough crops for consumption. The situation becomes 
aggravated when there is a failure of rains which makes 
it impossible for the agriculturists to carry on agricultural 
operations, 

(ii) The next important cause of unemployment is the 
world-wide economic depression which has its worst effect 
upon the trade and industries of India, The foreigners 
who used to purchase large quantities of India's raw 
materials have reduced their demand for the same and this 
has led to a fall in the prices of products and necessitated a 
diminution in the scale of production. Again, the manu¬ 
facturers are not in a position to reduce the cost of produc¬ 
tion and have been forced to suspend their work. The 
merchants who employ people to help them in their business 
have either to suspend their business or to dispense with 
the services of the new officers. The income of the Govern¬ 
ment has been considerably reduced with the result that 
it ie thinking of reducing the salaries of officers and curtail¬ 
ing its expenses in every passible way, 

(iii) The present system of liberal education is another 
cause of unemployment. The parent b send their boys to 
schools and colleges where they get training which may 
help them in passing certain University examinations. The 
literary occupations and learned professions attract them 
but when they finish their University courses and come 
into touoh with the stern realities, they find to their 
surprise that they have been misled. The legal and the 


Rural un¬ 
employment 
in slack 
season. 


Economic 

depression. 


The system 
of liberal 
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causes un¬ 
employment. 
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Few avemies 
of employ¬ 
ment* 


Social causes. 


medical professions are already overcrowded and the junior 
members are often found to pass their days in utter dis¬ 
appointment. The expensive training which men of these 
professions must have, exhausts the stock of capital which 
they or their fathers possessed and brings them disappoint¬ 
ment. The clerical occupations which tempt many appli¬ 
cants have already been overstocked. Another defect of 
the system of education lies in the fact that it does not 
inspire a sense of dignity of labour. People who have got 
only a smattering of education are found to abhor all sorts 
of manual exertion which their hereditary occupations 
involve. 

(iv) We have already seen the defects of liberal educa¬ 
tion and accused the parents who send their children to 
schools and colleges ; but if we study the present state of 
things critically we find that the parents sometimes have 
no other alternative than to send their boys to get liberal 
education. India, as it stands today, has only a £e%v 
avenues of employment* Technical schools are training 
boys but the industries which have been established in 
India cannot afford to employ all the trained men. The 
present problem of unemployment cannot be solved unless 
steps are taken to foster the economic development of the 
country. 

(v) Certain social causes such as early marriage* social 
prejudices and joint-family system have been responsible 
for unemployment* Early marriage which throws the 
responsibility of maintaining family upon people who are too 
young to bear such responsibility compels them to join any 
occupation they find and to accept any remuneration which 
the employers are willing to pay* Social prejudices often 
stand in the way of adopting some professions which may 
enable people to earn a decent income. The joint family 
system makes some members more or less dependent upon 
other earning members, encourages idleness and cramps 
individual initiative and ambition* 

(vi) The chief cause of unemployment is want of indus¬ 
trial development, India has immense prospect for success 
in the sphere of industry but she is still poor in industrial 
development. 


p 
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Sec* 3* Suggested remedies* 

Tho problem of unemployment is a complex one but 
efforts must be made to solve it. There must be increasing 
avenues of employment so that people may not die of 
starvation. This is possible if the economic resources of 
the country can be worked successfully. New industries 
should be opened and the difficulties which now impede Utilisation 
their progress must be removed. In India there is as yet of the cco ' 
an immense scope for industrialisation ; when this has been nomio 
achieved there will be many new avenues of employment and “ wurces - 
the problem of unemployment will find any easy solution 
1 he middle class unemployment maybe considerably reduced 
if the Government takes to the policy of Indianisation of 
superior services in the civil and the military departments. 

Agam, a revival of the cottage industries and an encourage¬ 
ment to them will also go to reduce the rural unemploy, 
ment. Greater attention should be given to improvement 
in agriculture. Agricultural protectionism as initiated for 
imperial Germany by Chancellor Von Biilow should be the 
economic watchword in India of the future in order that 
India can emerge successfully from the present depression 
and enter hopefully upon a period of continued prosperity 
and progress. Mere change in the system of education 
cannot solve the problem. The technical schools wiU be 
useless if the trained labourers donofc get employment in 
firms which require their services. Care should also be 
taken to change the social system and to uproot all those 
prejudices which hamper tho economic development of the 
country. The Central and the various Provincial Govern¬ 
ments should not forget their responsibilities in this connec¬ 
tion and make combined efforts for solving this intricate 
problem which stands as a menace to good government. 

Certain other suggestions have been made. One such 
suggestion speaks of the utility of Employment Bureau. 

We oannot ignore the usefulness of such a bureau in a vast ^‘ np!o - vment 
oountry like India where people donot and cannot know UrWU 
Urn persons who demand their services. It should be 
remembered, however, that this oannot create new avenues 
^naployment, 

* 

Seasonal unemployment or unemployment during periods 
ot depression may he conveniently fought out if the 
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Government of India follow the policy of other countries 
take tip the construction of public works during periods of 
slump. 

Migration to other parts of the world has been suggested 
as another remedy ; but this remedy will be of no avail 
Migration. inasmuch as the problem of unemployment is equally 
complex in other parts of the world. The distribution of 
population within the country may serve as palliative but 
will not be the proper solution of the problem. 


Taking to 
agriculture. 


Recommen¬ 
dations of 
Sapru 
Committee. 


One more suggestion advises the intellectual labourers 
to take to agriculture. Proposals of 'farm colonies' have 
been put forward as a solution of the problem of unemploy¬ 
ment but these schemes are not founded upon proper 
enquiry and judgment. We all know the misery of the 
agricultural labourers particularly in these days of falling: 
prices. Agriculture does not help them to procure the 
articles that are necessary to keep body and soul together. 
How can the intellectual proletariat unacquainted with the 
art and science of agriculture make a decent living out of 
agriculture ? Again, the pressure of population on the 
available lands is already too heavy and the tenancy laws, 
have already recognised a permanent or semi-permanent 
right of the cultivators in the soil. How can the holders 
of University degrees eject those tenants and get khas 
possession of the land ? How would they get funds to 
purchase new lands, if available ? These are intricate ques¬ 
tions which demand solution before the above proposal 
can be accepted. 

The problem of unemployment came under serious dis¬ 
cussion when the Sapru Committee was appointed by the 
Government of the United Provinces. Many important 
suggestions were made by the said committee in solution 
of the problem. It is interesting to note here a few of 
them which every provincial government may easily accept 
in its campaign against unemployment. One such sugges¬ 
tion relates to an increasing employment of medical men 
by the municipalities and District Boards in giving medical 
relief to the areas under their charge. The Government 
should also grant subsidies to the medical practitioners in 
order to encourage them to settle in villages where the 
need for medical aid is the greatest. As regards unemploy¬ 
ment among lawyers the committee suggested & greater 
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specialisation of functions* As regards of unemployment of 
educated youngmen the committee suggested an extension 
of primary education which must necessarily involve the 
creation of many primary schools and the employment of 
new teachers. Another suggestion speaks of the crea¬ 
tion of appointment Boards for University graduates the 
chief function of which should be to procure employment 
for the graduates* The reduction of the education quali¬ 
fication and the lowering of the present age limit were 
emphasized by the committee with a view to checking the 
swelling number of disappointed graduates whose qualifica¬ 
tions were often too high for the subordinate services* 


Questions and Answers 

Q. 1* Trace the causes of unemployment iu India, 

Ads* See— Secs, 1 and 2. 

Q* 2. How would you solve the problem of unemployment in India ? 
A ns. See— Soc* 8. 
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PUBLIC FINANCE 

Sec* 1* The sources ol Revenue* 

The sources of revenue of the Government of India may 
he classified under two principal heads—(l) Taxation, (2) 
other miscellaneous ways* The first class viz, t —Taxation, 
may be subdivided into as many groups as there are differ¬ 
ent kinds of taxes levied by the Government* Taxation 
has been the principal source of revenue and the Govern* 
ment of India has imposed various kinds of taxes partly 
with a view to increasing the revenue and partly with a 
view to avoiding the evils that follow from a single tax 
system. The second class, the non*tax sources, 

include several other sources from which the Government of 
India derives considerable amount of revenue. These 
are : —(i) The Public domains* such as lands* forests and 
mines which are owned by the Government \ (2) the 

commercial undertakings as represented by the Post offices 
and the State Railways* These bring considerable amount 
of revenue to the Government every year ; (3) the reve¬ 

nues from interest on money lent by the Government and 
the profit of investment; (4) the incidental earnings of 

the Government. These are represented by the fees charged 
and special assessment levied upon persons who have 
derived some special benefit from the Government ; consi¬ 
derable amount of revenue is yielded by the Court fees that 
are to be paid by the people desirous of instituting suit in 
a Court of Justice ; (5) public monopolies :“The Govern¬ 
ment of India has the monopoly in the production of opium 
and derives large amount of revenue from this source ; 
(6) miscellaneous receipts which include the tributes and 
the departmental receipts* 

See* 2* The different kinds of Taxes, 

There axe two principal kinds of taxes in India* They 
axe the direct and the indirect taxes, A tax is said to be 
direct when the tax-payer is also the tax-bearer t in other 
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words when the incidence of taxation falls upon the person 
who pays it. The income tax and the land revenue are 
instances of direct tax levied in India. An indirect tax 
on the other band means a kind of tax the incidence of 
which is expected in the eye of law to fall upon a person 
other than the person who actually pays it. An excise 
duty payable by the producer of matches is an instance 
of indirect tax inasmuch as the burden of this tax will not 
be borne by the actual payer but will fall upon the consu¬ 
mers. The salt duty gives us another instance of indirect 
tax. In this case the duty enters into price of the commo¬ 
dity and is ultimately paid by the consumers when they 
purchase salt. The two kinds of taxes mentioned above 
have their respective merits and demerits. 


The Merits of a Direct tax may be summarized 
thus :— 

(1) Equity in taxation can possibly be attained by the 
imposition of direct taxes. We cannot impose tax with 
reference to the income of the tax-payer unless the inci¬ 
dence of tax is borne by the person who actually pays it. 
Again* the progressive principle which is the soundest 
principle of taxation is applicable only when taxes are 
direct in character, 

(2) This kind of tax has been highly productive in 
many countries. In India the land revenue and the income 
taxes have yielded larger amount of revenue, 

(3} The direct taxes can scarcely be evaded inasmuch 
as they are collected at the source. So far as the income 
tax is concerned there is, however, a chance of evasion 
when the incomes of professional men are to be assessed, 

(4) The direct taxes are certain because the tax-payer 
will definitely know how much he is to contribute, when 
and why he is to make payment* 

(5) The taxpayer is aware of the fact that he is paying 
revenue for the general purposes of the Government, In 
consequence, he is expected to enquire into the manner 
in which the Government spends the amount of money so 
realised. Thus he will take interest in the proper admini* 
station of the country. 
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The defects 
ot direct 
taxation. 


It is un¬ 
popular, 


It is more 
expensive. 


The Demerits of the Direct taxes are mentioned 
below :— 

(1) The direct taxes will be more unpopular than in¬ 
direct taxes because in the former case people know that 
they are paying taxes while in the latter case they pay 
taxes quite unconsciously while purchasing commodities. 
Few people are ever aware of the fact that in purchasing 
salt they are contributing to the revenue of the Government 
but every person who has to pay income-tax keenly feels 
the rigour of such a tax. But this unpopularity will dwindle 
with the development of consciousness that payment of 
such taxes is more equitable because it will throw heavier 
burden upon those who are able to bear it without 
difficulty* 

(2) The direct taxation is expensive because tax is to 
be collected from the person upon whom it is imposed. In 
the case of indirect taxation tax will be realised from the 
producer and the producer in his turn will realise the 
amount paid by him from the purchaser. 

(3) They are less elastic than indirect taxes* 


The merits 
of indirect 
taxation. 


The Merits of Indirect taxes are the following :— 

(1) Indirect taxes are not unpopular because the people 
pay such taxes without knowing that they are paying them. 
Hence the people will seldom object to the imposition of 
such taxes* 

(2) In times of prosperity they will be productive 
and elastic without imposing undue burden upon the 
community. 

* 

(3) The imposition of such taxes can never check the 
accumulation of capital because it is never collected directly 
from the people* 

(4) The tax is collected at the most convenient time 
and a person is not compelled to pay it. He can avoid the 
payment by not purchasing the commodity. 

(5) The indirect taxes will bring considerable amount 
of revenue and will thereby reduce the number of direct 
taxes which are highly condemned by the public* 
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The Demerits of Indirect faxes may be stated in tbe 
following lines :— 

(l) The imposition of indirect taxes is inequitable in 
principle because it often throws a heavier burden upon 
those who on account of their poverty are least ablo to 
bear it. If the tax is levied upon the cotton goods the 
poor persons will have to bear the heavier burden because 
they have to spend a larger percentage of their humble 
income upon cotton goods. 

{2} The revenue derived from indirect taxes will shrink 
very much in times of depression. 

(3) Sometimes the imposition of such taxes will 
prejudicially affect the industries of the country. Thus 
the imposition of cotton excise duty upon cotton goods 
produced by Indian mills hampered the progress of cotton 
industries. 

(4) The progressive principle of taxation the adoption 
of which leads to an equity in taxation cannot be applied 
in case of indirect taxes. 

(5) The expenses of taxation will sometimes be consi¬ 
derable. As a general rule the direct taxes will involve a 
larger expense of collection but there are some indirect taxes 
which are expensive in collection. 

See. 3. The peculiar feature of Indian Taxation. 

The system of taxation in India has not been based 
upon an equitable principle. According to this principle 
taxes should be imposed upon persona with due reference 
to their ability. This ability is measured by the amount 
of income. Thus a sound system of taxation requires that 
the incidence of taxation should be distributed among the 
taxpayers with reference to their respective incomes. The 
rich should be compelled to hear a burden of taxation 
which u much heavier than what is borne by the poor. 
This sound principle of taxation can possibly be given effect 
to when there ie direct taxation* In India, however, we find 
that there is too little of direct taxation and there is too 
much of indiroot taxation. Taxes have been levied upon 
sugar, salt, and cotton goods which even poor people must 
pure base in order to keep their body and soul together. 
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In India the direct taxes which include income-tax and 
supertax contribute only 11/47 per cent, of the total 
revenue. Among indirect taxes, taxes on necessaries of life 
and means of production alone are productive of revenue 
which is sufficient to cover as much 29'84 per cent* of the 
total tax revenue. These facts led Prof. Shah to remark 
that " the richer class pays Rs. 100 crores in revenue while 
the poorer class pays Rs. 150 crores in terms of wealth 
deduction/ 1 On a review of the condition of customs tariff 
in India the Taxation Enquiry Committee told us that the 
customs revenue derived from articles of direction consump¬ 
tion by the population as whole increased by 307 per cent 
while that derived from articles of luxury increased 254 per 
cent. The incidence of customs tariff is not equitably dis- 
tributed. The result is that the richer classes donofc 
contribute their fair share of the burden and a heavier 
burden of taxation falls upon the poorer section of the 
community. Attempts, however, are being made to make 
the system of taxation more equitable* Certain articles of 
luxury which are consumed by the rich have been taxed and 
the cotton excise duty which increased the pressure of 
taxation upon the poor has been abolished. The progres¬ 
sive principle of taxation has been adopted in assessing the 
income tax ; but equity in taxation cannot be attained unless 
duties on sugar, salt and kerosene are removed. The Tax¬ 
ation Enquiry Committee have made certain recommend¬ 
ations in this direction. 

Sec, 4, The principal sources of Central Revenue* 

The income of the Government is to be adjusted to the 
expenditure of the Government, In the budget that is 
framed by the Finance Member we will often find an attempt 
to make such adjustment between the revenue and expendi¬ 
ture. In this section we shall have an account of the chief 
sources of central revenue. 

(I) Customs—The customs have been the most pro¬ 
ductive of all sources of revenue* The revenue under this 
head is derived from the duties imposed upon imported 
and exported commodities. The Government of India has 
a bias for free trade policy and in, consequence, the duty 
upon foreign commodities imported into India has been 
imposed mainly for revenue purposes. The import duties 
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levied upon certain articles such as sugar, paper, cotton 
piecegoods have been raised from time to time with the 
result that they have assumed a protective character. The 
Government again has raised the duty imposed upon 
certain manufactured imports with a view to protecting 
the infant industries of the country. The imposition of a 
protective duty is detrimental to the interest of the Govern¬ 
ment because a protective duty will shut out foreign 
competition and will not help the Government in the 
acquisition of revenue. In India, however, there is too 
little of such protective tariff and the import duties have 
been levied mainly for revenue purposes. 

Export duties have been levied upon raw jute, jute 
manufactures, and rice. 

The custom duties (revenue duties) are characterised by 
certain useful qualities which are of the highest importance 
in the state. These qualities may be briefly stated in the 
following lines ;—- 

(i) High productivity ;—In times of prosperity when 
the imports of the country will be considerable in amount 
the custom duties will be highly productive, In 1938-39 
this source yielded a revenue of Its. 43'81 crores out of a 
total revenue of Rs. 122 crores, 

(ii) Cheapness of collection :—The custom duties will 
be collected from the importers and exporters and for that 
reason the cost of collection will not play an important 
part. 

(hi) It will not he unpopular because the burden of 
suoh taxation will be borne unconsciously. 

(iv) Elasticity A slight rise in the custom duties 
will increase the revenue of the Government considerably 
without causing undue pressure upon the people. The 
Government has from time to time regulated the custom 
duties so as to increase its revenue. The custom duties 
yielded in the year 1924-25 as large a revenue ns Rs, 4575 
crores. This covered at least 34 per cent, of the total 
revenue of the Government. The revenue under this head 
is increasing every year. In 1925-26 it rose to about 
Rs. 4B crores and in 1930-31 it amounted to Ks. 46'BO crores 
The revenue duties were enhanced by the Finance Act 

32 


Special 
characteris¬ 
tics of 
custom 
duties. 


Account of 
the revenue. 


m 


A FIRST CGUKSE OF INDIAN ECONOMICS 


Tariff Act 
of 19S4, 


of 1930. The import duties on sugar and on cotton goods 
were raised considerably. The year 1931 witnessed a fur¬ 
ther deficit in the Central Budget and it became necessary 
to increase the custom duties by passing the Finance Act 
of 1931 and the supplementary Finance Act of 1931 
(November). The latter Act effected the following increases 
in import duties :—(l) Import duty of 6 pies per lb. on 
raw cotton, (2} 10 per cent, on dyes* (3) 13 per cent, on 
machinery, (4) Es. 7-4-0 on brown sugar, (5) 15 per cent, 
on artificial silk yarn and (6) 40 per cent, on artificial goods, 
In spite of these increases in customs the revenue did not 
increase because the volume of imports declined consi¬ 
derably on account of the depression of foreign trade and 
the imposition of heavy import duties. The duties now 
charged on difFerent commodities have been embodied in 
the Indian Tariff Act of 1934, which as modified by 
subsequent amendments is a consolidating measure. 

The Indian Tariff Amendment Act of 1939 made 
provision for the imposition of import duties on a new scale. 
According to this Act cotton piecegoods if of British 
manufacture bear a duty of 15 per cent, and if not of British 
manufacture a duty of 50 per cent, 

. j n 1939-40 the net income from customs tariff was 
Es, 43'9 crores out of total income of Es. 123'9 crores. 

1(a). Central Excise duties. 

The Government of India has been in the habit of 
imposing excise duties with a view to supplementing its 
revenue. These duties have sometimes been imposed with 
the object of pacifying British concerns the products of 
which were charged with import duties. The imposition of 
cotton excise duty had this object in view ; on account of 
continuous protest against this duty the Government of 
India had the good sense of abolishing this duty in 1926. 

The Government of India still imposes excise duties ou 
certain commodities produced in India. These include duties 
on kerosene, steel ingots motor spirit, silver, sugar and 
matches. The excise duty on kerosene is 2 as. 9|p. per 
gallon, plus a sur-eharge of 25 per cent., that on silver buUion 
is 3 annas per ounce, that on steel ingots Bs. 4 per ton, 
that on motor spirit is 13 annas per gallon plus a surcharge 
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of 25 pei' cent. Sugar has to pay excise duty at the rate of 
S annas per cwt on kbandes&ri sugar and Rs. 3 per cwfc 
on all other sugar except palmyra sugar. The excise duty 
on matches has been in force since 1934 at the following 
rates :—Re, 1 per gross of boxes each containing not more 
than forty sticks, Rs* 1-8 per gross of boxes each containing 
more than forty but less than sixty sticks, Rs, 2 per gross of 
boxes each containing more than sixty but less than eighty 
sticks, and on all other matches, 4 annas for every 1,440 
matches or fraction thereof. The excise duties figure 
prominently in recent budget estimates. In 1940-41 the 
income from this source was estimated at Rs. 114 or ores. 
The provincial governments get certain share of the proceeds 
of the excise duty on motor spirit for the purpose of road 
development. 

(11) The railways i -—The Railways in India bring 
considerable amount of revenue to the Government, The 
administration of Railways indicates that the Government 
of India derives its revenue not by taxation merely ; some 
part of revenue comes from commercial undertakings. In 
1924-25 the railways yielded a net revenue of about Rs, 37 
crores. The revenue so derived is enjoyed by the Central 
Government ; one salient feature of the railway administra¬ 
tion during the recent years is the separation of the Railway 
Finance from the General Finance. The proposal for such 
separation sprang from the report submitted by the Ac worth 
Committee which clearly pointed out the unhappy results 
that followed from the incorporation of the railway 
expenditure in the General Budget. The expenditure for 
the extension of railways depended greatly upon the general 
financial position of the Government. The separation of 
railway budget, however, would enable the Government to 
finance the railways purely as a business undertaking quite 
unconnected with the general administration of the Govern¬ 
ment, A scheme was therefore placed before the Legislative 
Assembly for such separation. According to this scheme 
an obligation was cast upon the railways to make certain 
amount of contribution to the General Finances of the 
Government. This contribution was settled on the basis 
of one per cent, on the capital at charge of the commercial 
line in the penultimate year, plus one-fifth of the surplus 
profits in that year, interest on capital at the charge of 
strategic lines and loss being deducted. 


Separation of 
the Railw& 3 f 
budget. 
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A railway 
reserve 
should bo 
constituted. 


Net earnings . 
of the 
railways* 


The opium 
policy of the 
Govt. : the 
reduction of 
export trade. 


A railway reserve should be constituted out of the 
income from the railways after the payment of contribution 
to the General Finances* Again* a provision was made to 
this effect that when the amount available for transfer to 
the railway reserves should exceed Rs, 3 crores, one-third 
of the excess should be paid to the General Revenue. The 
reserves so created would be utilised in securing the annual 
payment of contribution and in improving the financial 
position of the railways. The separation of the railway 
budget produced important consequences inasmuch as it 
ensured to the General Finance a definite annual contribu¬ 
tion and at the same time relieved the people of additional 
taxation* Again* it facilitated the adjustment of income 
to the expenditure of the Government* 

The Railways began to make handsome contribution 
amounting to an average of Rs* 3 crores every year till the 
year 19304931 when the world-wide depression and fall m 
commodity prices had its worst effect upon their earnings* 
Then followed a six-year period of deficit budgets resulting 
in failure to make any contribution to the general revenue* 
As a result of this the accumulated arrears amounted 
to Rs* 30 74 crores during the period 1931-36. The year 
1936-37 showed a surplus budget and this bright feature of 
the Railway finance is continuing since then. The estimate 
of 1940-41 revealed a brighter state of things on account of 
increase in freight and fare* Out of the estimated surplus 
of Rs* 3 29 crores Rs. 5‘31 crores were to be appropriated 
to the general revenues and the remaining Rs^ 2 98 crores 
were to be transferred to the Railway Reserve Fund. 

(Ill) Opium The revenue derived from this source 
played a prominent part in former times but of late a new 
policy haa been adopted by the Government with the result 
that revenue is dwindling every year* The production of 
opium in British India is the monopoly of the Government, 
The Government* therefore* is in a position to derive a 
monopoly profit by selling opium manufactured in Govern* 
ment factories* Other items of income derived from this 
source consist of income from export duty levied upon opium 
supplied by the Native States and of income from licence 
fees realised from the vendors. The opium traffic within 
the country is regulated by the provincial Governments 
while the Government of India has retained its control over 
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the production and exportation of this article. The present 
opium policy of the Government has thus been regulated by 
the international agreement and the result is that the 
production and the export trade of opium have been reduced 
greatly* Efforts have also been made to reduce the 
consumption of opium within the country. Formerly India 
exported opium to foreign countries and the opium so 
exported was known as the provision opium* The export 
trade was gradually decreased till it was totally extinguished 
by the end of 1935* Since then the revenue derived from 
this source has been mainly confined to excise opium sold 
for consumption in India* In 1939 40 this source yielded 
a revenue of Rs* 48'82 lakhs only as compared with an 
average of Rs* 8 crores during the three years preceding 
1913, 

(IV) Income-tax The income-tax is the most impor¬ 
tant of all direct taxes levied in India* It was introduced 
for the first time in I860 and continued in force till 1865 The History 
when it was abolished. The incidence of the taxation was of the 
very heavy because it did not exempt even an income of ^ nc ° mB Tax 
Rs, 20* The rate of assessment was 2 per cent* when the 
income was between Rs* 200 and Rs. 500. For a period of 
four years there was no income-tax. In 1867 a licence tax 
was imposed on professions and trade* The tax remained in 
force till 1872-73. Again* in 1877 a licence tax was imposed 
on traders and artisans and each Provincial Government 
passed necessary Act for this purpose in 1878* The system 
of taxing income was made permanent by the Income-tax 
Act of 1886* The Act provided for the taxation of all 
income other than agricultural incomes. The rate of 
assessment was 4 pies in the rupee when the incomes fluc¬ 
tuated between Rs* 500 and Rs. 2000 and all incomes over 
Rs. 2000 were assessed at the rate of 5 pies in the rupee. 

Charities and religious endowments were exempted from 
taxation. The minimum income that was exempted from 
taxation was Rs. 500* The taxable minimum was raised to 
Rs* 1000 by the Income-tax Act of 1903 and to Rs. 2000 by 
the Act of 1919. The Act of 1919 was followed by the 
Income-tax Act o£ 1922 which definitely laid down that 
income of the following descriptions would be chargeable to 
income-tax, vis. —(i) salaries* (ii) interest on securities, ^ Act o! 
Oii) property, (iv) business, (v) professional earnings, atid(vi) 1933 . 
other sources* In assessing income deduction should be 
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made out of the total income of an amount—not exceeding 
one-sixth of the salary—which is set apart tinder the 
authority of the Government for securing a deferred annuity* 
The Act also authorised the imposition of tax on property 
based on the annual value subject to certain specified 
allowances* The Act exempted the following incomes from 
taxation, viz.— 

d* 

(a) Any sum received as a member of the Hindu 
undivided family, 

(b) Any sum received as dividend by a shareholder 
of a company the income of which has already 
been assessed* 

(e) Any sum received as profits or gains of a firm 
which has been assossed to income tax* 

(d) Premiums paid to Insurance companies to 
effect an insurance. 


Recent chan¬ 
ges in the 
taxation of 
income. 


Next came the Finance Act of 1931 which introduced 
substantial changes in the taxation of incomes. It imposed 
taxes upon all incomes derived by any registered firm or 
company at the rate of 2 annas and 3 pies in the rupee and 
prescribed progressive rate of taxes on all incomes of Rs. 
2000 and upwards earned by every individual, Hindu un¬ 
divided family, unregistered firm and other association of 
individuals. The rate of tax on incomes between Rs* 2000 
and Rs. 5000 was fixed at 6 pies in the rupee. The supple¬ 
mentary Act passed in the same year lowered the exempted 
minimum by taxing incomes between Rs. 1000 and Rs* 1999 
at the rate of 2 pies in the rupee for the year 1931-32 and 4 
pies in the rupee for 1932-33* The same act imposed addi¬ 
tional surcharge equivalent to Jtb of the existing rate of 
income-tax for the year 1931-32 and to }£h of the rate of 
income-tax for the year 1932-33, In 1935 the tax on 
incomes between Rs* 1000 and Rs* 1999 was lowered and 
the surcharge was reduced by one-third* By the 1936-37 
budget the surcharge was reduced by a further third and the 
tax on incomes below Rs* 2000 was abolished* The 
surcharges were completely abolished by the Income-tax 
Amendment Act of 1939. The said Act has introduced the 
"slab-sysfcem"(which involves imposition of progressive rates) 
instead of the step system under which the tax was charged 
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at the same rate on the whole income* The said Act pres¬ 
cribes the following rates of taxation- 

(a) Individuals, unregistered firms, Hindu undivided 
families and association of persons (other than 
companies) 


Rate 


First Rs. 1,500 of income 
Next Rs, 3,500 
Next Rg. 5,000 

Next Rs. 5,000 
Balance of Income 


Nil. 

9 pies in the rupee 

1 anna 3 pies in the 
rupee* 

2 annas in the rupee* 

2 annas G pies in the 
rupee* 


No tax payable on incomes not exceeding Rs. 2000* 
Income Tax on incomes just above Rsi 2000 is to be res¬ 
tricted to half the excess of the income above Rs, 2000, 

(b) Rate for companies and Local authorities is 
2 annas and 6 pies in the rupee. 

Besides this income-tax, another tax known as the 
super-tax was levied upon incomes over Rs. 25,000, This 
was imposed for the first time in 1917 in order to meet the 
financial stringency during the war time. In this case also 
the progressive principle was adopted because it was the only 
principle that secured equity in taxation. This super-tax was 
to be paid in addition to income-tax in respect of the excess 
over twenty five thousand of total income. The rates of 
assessment vary in case of assesses other than companies 
from one anna in the rupee for the first ten thousand rupees 
above Rs. 25000 to 7 annas in the rupee on all incomes above 
Rs. 1,50,000. In case of companies there is no exempted 
slab and the whole income is assessed at the rate of 1 anna 
in the rupee. 

How far the system of Taxation of Income is equitable / 

The system of taxation which prevails in India is 
inequitable and unscientific. It is not based upon faculty 
theory. The faculty of an individual to pay taxes depends 
not merely on the income he earns hut also upon the 


The 

super-tax. 
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The system 
is inequit¬ 
able and un¬ 
scientific. 


Exemption 
of agricul¬ 
tural income 


Sir Walter 

Layton's 

suggestions- 


Govern¬ 
ment's view. 


compulsory liabilities that must be discharged out of the 
income. In other civilised countries certain allowances 
are made on account of the maintenance of wife and 
children. This is in accordance with the principle of equity. 
The system of taxation cannot be equitable in India unless 
such allowances are made- The minimum income that is 
at present exempted from taxation is too high. True it is 
that England does not allow her citizens to enjoy such high 
incomes free from taxation but if we take into account the 
system of giving allowances in the case of wives and children 
which prevails in England we will find that the exemption 
limit in the ease of married persons is higher in England. 
Again* so far as lower incomes are concerned the rate of tax 
is higher in India than in England. The Income-tax 
Amendment Act of 1939, has however attempted to mult 
the wealthy minority more while giving relief to the small 
man. 

Another important fact which we should note in this 
connection is the exemption of agricultural income from 
taxation. The exclusion of such income from the list of 
taxable income explains in a measure the absence of any 
distinction between earned and unearned income, It has 
been suggested by Sir Walter Layton, the Financial Assessor 
on the Simon Commission that the Government should 
remove the exemption of agricultural income from taxation 
by stages at specified dates- He is of opinion that argu¬ 
ment that taxation of agricultural income will mean double 
taxation has no force because the land revenue does not 
Increase in proportion to increased productivity of the 
soil. Again, the tax can be levied easily and will not 
require any complicated machinery to impose it. Another 
advantage of such taxation lies in the fact that it will 
foster the investment of capital in industrial enterprise. 
The taxation of agricultural income will introduce a 
progressive principle and elasticity to the already inelastic 
system of land revenue. The Government of India, however, 
is not willing to impose taxes upon agricultural income 
in view of the fact that the exemption of such income has 
the sanction of a long tradition and the dealings on land 
have always been conducted on the assumption that the 
exemption will hold good for ever. The Government of 
India Act, 1935 has empowered the Provincial Governments 
to impose taxes on agricultural income. 


PUBLIC FINANCE 


505 


The Central Government derives considerable amount 
of income from Income-tax, The Budget estimate of 1940- 
41 shows an expected income of Rs* 14 2 crores. 

In addition to income-tax an Excess Profits-tax has 
been introduced* This tax provides for an imposition of 50 
per cent, on all abnormal war profits above a taxable mini¬ 
mum of Rs. 30,000 earned since the first day of September, 

1939* This source is expected to yield an income of Rs, 

300 lakhs* 

(V) Salt: —The duty upon salt violates every principle 
of sound taxation inasmuch as the heavier burden of this T!lL , q ovt 
tax fall upon the poor persons; but the Government has imposes salt 
continued to impose this tax for three reasons—(1) It is duty* 
productive of large amount of revenue to the State. (2) The 
cost of collection is very small and in this sense the tax is 
said to be based on the principle of economy. (3) It is 
the only way in which the masses can be compelled to 
make some contribution to the revenue of the State* The 
rate of this tax has been increased from time to time with 
a view to removing the financial stringency of the 
Government* The rate of salt tax prevailed at Rs, 21 per 
maund till 1903 when it was reduced to Rs* 2 per maund* 

Further reduction was made in 1905 and 1907* In 1907 
the duty was fixed at Re* 1 per maund* The rate continued 
ftt that level till 1916 but on account of financial difficulty 
the Government of India had to raise this duty* In 1916 
the salt duty was raised from Re* 1 to Re, 1-4 as. and later 
ofi in 1923*24 the Government raised the duty to Rs, 2-8 
by the exercise of the special power vested in the Governor- 
General of India* The duty remained in force for a period 
of one year but in the next budget the Government was 
kind enough to reduce the duty to Re* 1-4 per maund which 
was continued till 30th September, 1931* It was then 
Raised to Rs, 1-9-0 with effect from 30th September 1931* 

Resides this Hxoiae Duty the Government has imposed 
import duties on foreign salt. Prior to 17th March, 1931 
the excise duty and import duty on salt were kept similar, ™u* af 
hut by the Indian Salt (Additional Import Duty) Act of M 
U31, an additional import duty was levied at rate of 
4 b annas per maund* The duty was reduced by 2 annas 
m 1^33 and to li annas in 1936* The Government of India 
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Net revenue 
from this 
source. 


Other heads. 


derives large amount of revenue from this source* In 
1989-40 this source yielded a revenue of Be, 9 crores. 

(VI) Post and Telegraph :—The Central Government 
of India derives considerable amount of revenue from the 
commercial undertakings managed by the Government, 
We have already seen how much revenue the Government 
receives every year from the Railways* The Post and 
Telegraphs give us another instance of the commercial 
undertaking ; but the revenue from this source has fallen 
in recent times. In 1939-40 the net revenue did not exceed 
Rs* 1'59 crores* 

(VII) The Civil Administration i— Considerable amount 
of revenue is derived from the source* This revenue 
consists of departmental receipts from the various adminis¬ 
trative departments of the Government such as jails, police* 
public health, education, agriculture and industry. In 1939- 
40 the income derived from this source was about Rs. 1 04 
crores* 

(VIII) There are several other minor heads of central 
revenue. These include currency and mint, military receipts, 
Corporation tax, tributes from Indian States, civil works, 
interest from debt services and other miscellaneous items* 

The total income from the principal J heads amounted 
to Rs* 75'8 crores in 1939-40 and this together with the 
income from other minor sources reached the total figure of 
Rs* 123'9 crores* 


How the 
income is 
adjusted to 
the expen* 
diture* 


Sec* 5* The Indian Budget* 

The budget means an account of the revenue and expen¬ 
diture of the Government. After the Reforms Act there has 
been an allocation of separate sources of Revenue to the 
Central Govermenfc as well as to the Provincial Govern¬ 
ments. Thus separate budgets are now framed by the 
Central Government and the Provincial Governments* 
Attempt is being made by the Government to adjust the 
income to the expenditure but in spite of these efforts the 
Government cannot avoid deficit budget insome years. In 

1927- 28 there was an actual deficit of Rs* 2 t 21 lakhs; in 

1928- 29 we found a deficit of Rs* 1,09 lakhs ; in 1929-30 
there was surplus of Rs. '27 crores. The revised budget of 
1930-31 showed a deficit of Rs* 13 + 56 crores* In 1932-33 
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a surplus of Rs. 215 crores was anticipated* In 1934-35 
there was a surplus of Rs. 36 crores* The surplus was 
secured by imposing an excise duty on sugar, an excise 
duty at the rate of Rs* 2-4-0 per gross of boxes on matches 
made in British India. The 1935-36 budget was expected 
to show a surplus of Rs, 150 lakhs and the Finance member 
chose to reduce the silver duty to 2 annas per ounce and to 
reduce the surcharges on the income tax and the taxes on 
incomes between Rs. 1,000 and Rs. 2,000. The deficit in 
the Indian budget in recent years shows clearly that the 
gap caused by the remission of provincial contribution has 
not been fully filled up. When in the budget there is a 
deficit the Government has to borrow money to make up 
the deficit. The curious readers may go through the dia¬ 
gram given below and this will give them an idea about the 
financial condition of the Government of India* 

Central Budget. 


The Central Budget which means an account of the income and 
expenditure of the Government of India contains the following items. 


Heads of Revenue. 

1939-40 
Budget 
estimates 
in lakhs of 
rupees 

1939-40 Expenditure 
in lakhs of rupees. 

Customs 

4394 

Direct demands on the revenue 

387 

Taxes on income 

3313 

Capital outlay charged to revenue '35 

Salt 

900 

Railways, interest and miscella- 


Opium 

43 

noons charges 

2957 

Corporation tax 

917 

Irrigation 

96 

Central Excise duties 

613 

Posts and Telegraphs 

73 

Othor Hoads 

97 

Debt Services 

1226 

Hot receipts from Bailway 

3318 

Civil administration 

1112 

Not receipts from Irrigation 

*2 

Currency, Mint and Exchange 

41 

Net receipts from Post and 


Civil works 

417 

Telegraphs 

159 

Miscellaneous 

377 

Not receipts from Interest 


Military Services 

5377 

receipts 

73 

Miscellaneous adjustments 


Civil administration 

104 

between Central aun Provin- 


Curtonoy and mint 

88 

cial Governments 

305 

Civil works 

38 

Extraordinarv items 

110 

Miscellaneous 

143 



Military receipts 

688 



Extraordinary Homs 

309 



Grand Total, 

1939C 

Grand Total, 

12396 
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Year, 

In lakhs of 
rupees. 

In lakhs of 
rupees. 

In lakhs of 
rupees. 


Revenue, 

Expenditure. 

Surplus (4) 
Deficit (—j 

1921-22 

7643 

1GG08 

-“2765 

1922-23 

6574 

10078 

-1502 

1923-24 

9711 

9472 

+239 

1924-25 

9636 

9070 

4568 

1925-26 

9339 

9008 

+331 

1928-29 

8725 

8757 

-32 

1929-30 

9120 

9093 

427 

1930-31 

8014 

9172 

-1158 

1931-32 

7729 

8904 

-1175 

1932-33 

8284 

8129 

4155 

1934-35 

8075 

8039 

436 

1935-36 (Revised 

80G4 

8064 


1936-37 Budget) 

7946 

7939 

47 

1937-38 (Budget) 

11942 

11935 

47 


The heavy 
military ex¬ 
penditure 
and its 
causes, 


Sec* 6, Expenditure. 

The chief heads of expenditure may be classified as 
follows ;—(l) Military services, (2) Bail way expenditure, 
(3) Civil administration* (4} Direct demands on revenue, 
(5) Debt services* (6) Civil Works, (7) Miscellaneous 
charges. 


Recommen¬ 
dation of the 
Retrench¬ 
ment Com- 
mission. 


(l) On the expenditure side the military services alone 
absorbs about Rs, 50 erores This heavy expenditure 
on this particular item has been subjected to severe 

criticism by the Indian public but the Government has 
not taken care to reduce it because it considers that 
such expenditure is essential for the maintenance of 
peace and security, The root cause of this excessive expen¬ 
diture is the increased employment of European military 
officers and soldiers whose salaries are several times 

as great as that of Indian officers and soldiers. Great 

economy can be effected in the expenditure of Indian 

revenue if these British officers and soldiers are replaced 
by Indian officers and soldiers. Substantial reduction in 
expenditure can be made if steps are taken to reduce the 
recurring cost and capital expenditure in all the depart¬ 
ments of the Army. Again, a portion of this heavy expen¬ 
diture should be borne by the British Exchequer because a 
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major part of it is incurred for maintaining the supremacy 
of Great Britain in the East. The minority members of 
the Welby Commission emphasized the imperialistic policy 
lying behind the maintenance of the Indian Army, The 
Esher Committee also endorsed the same view. It is there¬ 
fore just and reasonable that the British Exchequer should 
make some contribution for the maintenance of the Indian 
Army, It is gratifying to note that the British Govern¬ 
ment has roughly appreciated the position and in pursu¬ 
ance of the recommendation of the majority of the Capi¬ 
tation Tribunal has been contributing sine© 1933 a sum of 
£1J million in lieu of expenses incurred by the India 
Government for imparting training to the British troops. The 
British Exchequer also made a grant of £500,000 and also 
a capital grant of £5 million towards India’s Defence expen¬ 
diture in 1938, This temporary relief to the Indian Ex¬ 
chequer is of little assistance in view of the heavy expendi¬ 
ture which the Government of India has to incur every 
year for maintaining the British supremacy in India* The 
present wax* in which India has been an involuntary party 
has necessitated an increase in India's Defence Expenditure 
and in the Budget of 1940-41 w© find a provision for 
Rs, 49'29 crores under this head. This figure would have 
been higher hut for the generous settlement readied with 
the British Government on the division of obligation for 
defence. Under this settlement India was to be liable 
only for the normal peace time cost of the Army in India* 
adjusted in relation to the rise in prices, plus the cost of 
India’s own immediate war measures* plus a lump sum of 
Es* 100 lakhs towards the maintenance of external defence 
troops overseas. 

Under abnormal conditions created by the present war 
an increase in military expenditure may be justified for 
the sake of safety ; but in normal times this expenditure 
should not be unduly inflated to the detriment of the 
nation-building departments* That there is ample room for 
economy in the military expenditure is borne out by the 
emphatic recommendation of the Inehcape Committee for 
both immediate and ultimate reduction* The budgets of 
recent years also prove that military expenditure can be 
reduced much below the maximum of Rs, 60 crores 
suggested by the Committee without impairing the safety 
of the country. Again, substantial economy can be effected 


oio 


A FIRST COURSE OF INDIAN ECONOMICS 


by promoting Xndlanisation of military services and by 
encouraging the growth of national militia* The Retrench¬ 
ment Commission recommended that the military expendi¬ 
ture should in the near future be reduced to Rs* 50 crore's. 


The expendi¬ 
ture on Rail¬ 
ways and 
Post Offices* 


Civil admi¬ 
nistration. 


(2) Railways, Post and Telegraphs :—The Govern¬ 
ment of India carries on these commercial undertakings 
and has to spend large amount of money every year. 
In 1939-40 the expenditure of the Government for the 
administration of Railways amounted to about Rs* 29 
crores* In spite of this large expenditure the Government 
derives considerable^ amount of net revenue every year* 
Of late there has been a separation of the Railway budget 
from the General budget and the contribution to be made 
by the Railways to the General Finance has been regulated* 
The expenditure on Post and Telegraphs was in 1939-40 
about Rs, 73 7 lakhs. The department also yields an 
amount of revenue but the amouut of revenue yielded by it 
is decreasing gradually* In the same year the net receipt 
from this source was Rs, 159 lakhs* 

(3) Civil Administration >—The next head of expen¬ 
diture is that incurred in connection with civil administra¬ 
tion* In the estimate of 1939-40 we find this item to 
absorb as large as Rs* 104 lakhs which represent about 11 
per cent* of the total revenue* 

The heavy expenditure under this item has been vebe* 
rnently criticised by the Indian patriots. The cost of admi¬ 
nistration is too heavy for a poor country like India and is 
the highest when we compare it with similar costs in other 
countries. The root cause of this is to be found in the top 
heavy character of Indian administration* Fat salaries are 
often offered to the officers of the higher rank in order to 
attract European candidates. In addition to the salaries 
provisions are to he made for necessary allowances which 
go a great way in swelling the total expenditure. Again, 
we find a tendency to import foreign expert on payment of 
fabulous remuneration. Want of co ordination between the 
different departments often leads to wasteful and unnecess- 
ary expenditure. The creation of several new provinces on 
uneconomic lines, the provision for granting subsidies in 
order to assist them in the working of the new constitution 
and the unfair adjustment of financial relation between 
India and Burma are other important factors which cannot 
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he ignored* The Indian opinion urges an immediate reduc¬ 
tion of this administrative expenditure and insists on the 
appointment of a retrenchment committee to review the cen¬ 
tral expenditure. Substantial economy can be effected 
without impairing efficiency by promoting Indianisation of 
services and substituting the Indian officers for European 
officers* 

(4) Collection of Revenue :—In the expenditure side 
we will find one item which is known as Direct 
Demands on Revenue. The cost of collection of revenue is 
included in that item and occupies a prominent position. 
The expenditure involved in collecting the revenue was 
about Rs, 2'87 crores in the budget estimate of 1939-40. 
Attempt should be made to economise this cost of collection, 

(5) The Debt Services :-^Tbo Government has to spend 
considerable amount of money every year in paying the 
interest on both ordinary debts and productive debts as well 
as the liquidation of some portion of these debts. In the 
present budget estimate of 1939-40 we found a provision 
for Rs. 1T1 erores* 

(6) Civil Works The expenditure of the Central 
Government incurred in this connection in 1939-40 was 
Rs. 2*76 crores* 

See, 7* Public Debt of India. 

The Government of India like every other Government 
has to borrow money from time to time. The money so 
borrowed by the Government becomes its debt and the debt 
is technically known as a Public debt. The debts are incurred 
by the Government for two purposes, viz, f (I) the product¬ 
ive purposes which include the investment on Railways 
and Irrigation and (2) unproductive purposes of meeting the 
ordinary expenses of the Government and of financing the 
war. The former kind of debt is known as productive debt 
inasmuch as the debt will be repaid ultimately out of the 
revenue that the investments will yield. The debts incurr¬ 
ed for railways and irrigation are liquidated by the Govern¬ 
ment out of the revenue that it derives frohi them. The 
latter kind of debt is called the unproductive debt of the 
Government because this is generally incurred to meet the 
ordinary expenses of the Government* The burden of this 
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Debt falls ultimately upon the people and will he repaid out 
of the general revenue of the Government. The debts 
incurred for meeting the extraordinary military expenditure 
also falls under the category of unproductive debt. The 
debts of the Government may again be classified into (l) 
funded or permanent and (2) unfunded or floating debts. 
The former kind of debts is incurred by the Government 
without any promise to repay them at any particular time 
but it is repayable only at the option of the Government 
This is also known as the perpetual debt This funded debt 
consists of the sterling and rupee loans. The unfunded debt 
(floating debt) signifies a kind of debt which is an advance 
to the Government repayable by the Government on the 
demand of the creditor or within a comparatively short 
period of time. The Savings Bank Deposits, the Treasury 
Bills and ways and means advances from the Reserve Bank 
represent the unfunded debt of the Government* 

The Government of India borrows money both in London 
and India. Formerly fcbe loans were raised exclusively in 
London but at present the Indians are found to contribute 
to loans of the Government to a considerable extent. The 
Indians purchase the larger percentage of the rupee securi¬ 
ties. 

The Government is justified in borrowing money for the 
productive purposes because realisation of Large amount of 
money that may be required for investment by taxation will 
put undue pressure upon the tax-payer* Again, such invest¬ 
ment will be beneficial to the interest of the present genera¬ 
tion in the same way as it is beneficial to the interest of 
future generation. It is therefore desirable that the Govern¬ 
ment should meet its productive expenditure by loans ; 
the Government is also justified in meeting heavy and un¬ 
expected expenditure by means of loans because enhanced 
taxation for the purpose would put too heavy a burden on 
the people but the ordinary expenditure of the Government 
should be met by means of taxation. An able financier 
should always aim at reducing the National Debt of the 
country to the lowest point possible* 

The Government of India has undertaken the policy 
of reducing the national debt gradually, A scheme has 
been adopted since 1924 for making distinct provision for 
liquidation of a part of the debt every year. This scheme 
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will* as the Finance Member says, continue for a period 
of five years. The annual provision for the reduction of 
debt was fixed at Rs. 4 crores a year plus V^th of the 
excess of debt outstanding at the end of each year over that 
outstanding on the 31st March 1923. Since then the 
Government has been applying some portion of the revenue 
to the reduction of debt. In 1331-32 the amount of revenue 
applied to the reduction of debt was Rs. 689 lakhs. Since 
1934-35 the Finance Member has been providing B$. 3 
crores each year for debt redemption in contravention of 
the sinking fund arrangement. 

The Provincial Government has been given an increasing 
opportunity of borrowing money from the Central Govern¬ 
ment by the establishment of Provincial Loan'Funds, In 
. the budget of 1936-37 the loans by the Central Government 
to the Provincial - Loan Funds were estimated at Rs. 3'98 
crores. . , 

The securities of the Government bear different rates 
, of interest and the value of these securities depends greatly 
upon the amount of interest that they profess to pay. The 
value of the 3^ per cent, securities depreciated very much 
on account of the issue of 6 per cent, bonds and 54 per 
cent. War bonds, 

1 ’ ■ ’ ■ ’ * - , * . i 

In recent years the Government of India had to borrow 
large amount of money both in London and Indian market 
to meet its ordinary expenditure as well as productive 
expenditure in connection with the Railways. In 1929-30 
the Government required money to purchase the Southern 
Punjab Railway and had no other alternative than to issue 
sterling bills for £6 millions in London in May and 
December and the total amount of funds raised in this 
way amounted to about £12 millions. The bills carried an 
interest of 6 per cent. Again, in 1930-31 the Government 
raised £12 millions by issuing 1935*37 bonds carrying 6 per 
cent, at par. The Government had to offer this high rate 
of interest because of the existence of a bank rate of 6J 
per cent, in London and the nervousness caused in the 
London market for Indian securities by the attitude adopted 
at the Congress meeting at Lahoro in December, The 
total interest bearing obligations of the Government of 
India outstanding at the eud of March 1940 amounted to 

33 
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lis* 1195 26 crores. Of this Rs. 732'46 crores represented 
the internal debt and the rest represented the sterling debt 
converted into rupees at the rate of 1$, 6d. per rupee. 

On a careful analysis of this public debt Prof. K. T. 
Shah comes to the following conclusions :— 

(a) Of total debts roughly about Bs. 500 crores had 
been thrust upon India by the British Govern¬ 
ment without any justification* 

(b) Against the railway debt, India can legitimately 
claim a set-off to the extent of over Bs. 200 
or ores. 

(c) Against debt brought about by the exchange 
policy forced upon the Indian Government from 
the Whitehall, India can indisputably put forward 
a counter-claim of Bs. 125 crores. 

If we take into account all the above counter-claims and 
set off the real debt of the Government of India dwindles 
down to Bg* 383 crores. 

The existence of a heavy load of foreign debt has beep 
criticised on the ground that it often brings with it foreign 
interference in the political affairs of India. It is also 
contended that conversion of these sterling debts into rupee 
papers will offer opportunities for the investment of available 
funds in India and remove the difficulties consequent upon 
the fluctuation of rupee-sterling ratio. It is gratifying to 
note that the Government has taken steps in the right 
direction and commenced repatriation of both terminable 
and non-terminable sterling debts. In 1939-40 the total 
value of non-term in able sterling loan repatriated amounted 
to £9,837,000, the nominal value of the impee Paper created 
against the sterling debt cancelled being Bs* 12,45,00,000. 
Since the announcement of the scheme for repatriation of 
the terminable sterling loans on the 22nd February, 1940 
the Indian sterling stock bearing certain rate of interest 
and redeemable in certain year has been substituted by the 
rupee paper of the same description. The amount so 
repatriated during the year was £7,755,000, the nominal 
value of the Eupee paper created in . its place amounting to 
v Eg. 10,34,00,000. 
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The present wav has necessitated the issue of Defence 
Savings certificates of various denominations redeemable at 
the end of 10 years at Rs. 13-9 for each rupees ten 
invested. 

Sec. 8. Taxable capacity of India. 

The taxable capacity of India as of every other country 
may be roughly determined by deducting the total quantity 
-of consumption from the total quantity of production after 
making allowance for seeds and manures and for the re¬ 
placement of any addition to capital required for production. 
Calculating on this principle we cannot precisely ascertain 
the taxable capacity of India because we are to depend 
upon insufficient and unreliable statistical data. In 1921-22 
the taxable capacity was found out to be Rs* 39300 lakhs 

compared with Rs. 56200 lakhs in 1910*11. Effective 
taxation which can be determined by deducting expenditure 
■on internal debt from the total tax revenue was Rs. 12933 
lakhs (33 per pent.) in 1921*22 as compared with Rs* 7969 
lakhs (14 per cent.) in 1910-11. 

In India the authorities do not take into account this 
taxable capacity in imposing various kinds of taxes on the 
people. This payment per head to the State inclusive of 
laud revenue was calculated to be Bs. 5*0-6 in 1932-33. 
The official calculation however gives out a lower per capita 
levy of Rs. 2-ll'3 annas which represents only 9 per cent, 
of the average income. 

. h ‘ '■ . - 4 " %' . I . ' 

See. 8(a). The Central Budget, 

The Government of India like every other Government 
has to frame its budget which means an estimate of 
revenue and expenditure in a particular year ; when the 
income derived by the Central Government exceeds the 
expenditure under different heads the Central Government 
has a surplus budget* When the income falls short of the 
expenditure the Government is faced with a deficit budget. 
The Budget estimate of 1940-41 given below will elucidate 
the financial position of the Central Government 
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Heads ol revenue (in thousands of 

Heads of Expenditure (in 

thousands of 

rupees) 


. i - ■ 

rupees) * 

j 

Customs 

i * + 

Rs, 391600 

Direct Demands on Revenue 

Rs. 40716 

Central Excise duties 

■ + ■ 

101400 

Capital outlay on salt 

u 

Corporation Tax 

■ V ■ 

53000 

Railway interest and mis- 

325130 

Taxes on income 

P m m 

142000 

cellaneous charges 

Salt 

m * * 

62000 

Irrigation 

- 1032 

Opium 

■IS- 4 

4737 

Posts and Telegraphs 

6929 

Railways, net receipts 

Ilf 

378207 

Debt Services 

121113 

Irrigation, net receipts 

*-» ifl 

74 

Civil Administration 

118056 

Posts & Telegraphs 

« * i 

10672 

Currency and Mint 

6163 

Debt Services 

t P 

6138 

Civil Works and miscella- 

32277 

Civil Administration 

M ■ ■ 

10539 

ncoUs . . 

Currency and Mint 

Itt 

16439 

Public improvements *** 


Civil Works 

* A m 

: . 3231 

Defence Services 


Miscellaneous 

■Pi* 

, 12006 

Contributions andanisoelJa’ 


Defence Services 

a * ^ * 

53856 - 

neons adjustments be- 


Extraordinary items 

■ * V 

■ . 40269 

f tween central and pro- . 

30523 



vincial Governments' 


* 

1,31,7395 

Extraord l n ary items .. * 

: 4091 

\ ~ p F 

L 


r , ■ -ZltiZ? i. '■ - ' Ji&l' 

131,6874 

-■ 

r " , * 

,~7 - ■'■■ * 

* ‘ 1 «" 

Surplus' *** 

491 



P , . ' J , 1 R . 

181,7365 


Sec. 9. Devolution of Provincial Finance. 


Formerly all 
sources of 
revenue 
belonged to 
the Central 
Government, 


At the present time w© find that the sources of revenue 
of the Central Government are different frora those of the 
Provincial Government but this system of financial adminis¬ 
tration was introduced very recently* It is interesting to 
note the circumstances that led to the introduction of this 
novel system* Formerly, the provinces had no separate 
sources of revenue. The revenues of the Government were 
credited to the account of the Central Government and the 
provinces had to depend upon the Central Government for 
funds that they required for meeting their expenses. The 
amount of funds that was made over to the provinces 
depended upon their power of bargaining. Each Provincial 
Government used to disturb the Central Government with 
an increasing demand for funds* The situation of the 
financial administration during that time was summarized 
by Sir Bich&rd Straehey thus. 

"The distribution of the public income degenerated into 
something like a scramble, in which the most violent had 
the advantage^ with very little attention to reason ; as local 
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economy brought no local advantage, the stimulus to avoid 
waste was reduced to a minimum, and as no local growth 
of the income led to local means of improvement the interest 
in developing the public revenues was also brought down to 
the lowest level,** 

- f- * . * . ‘ i : v I . 

When Lord Mayo became the Viceroy of India an 
attempt was made to reform this defective system of 
financial administration. This led to the system of making 
a fixed grant to each Local Government for the main¬ 
tenance of certain services such as Police, Jail, Education 
and the Local Governments were at the same time given 
the authority of supplementing their fixed amount of grant 

means of local taxation. The system thus introduced 
gave the Provincial Governments an opportunity of econo¬ 
mising their expenses and the Central Government was 
relieved of the repeated vexation to which it had been 
subject. For a period of time the financial administration 
of India continued smoothly but fresh difficulties arose on 
account of famines and the falling exchange. As a 
result of these difficulties further reforms were introduced. 
The system of making fixed grant to the provinces was 
substituted by the grant of a share in the revenue. In the 
settlement that was made with the provinces during 1877-82 
we find that certain heads of revenue and expenditure were 
made over to the provinces for the administration,. In 
addition to the departmental receipts and the old lump-sum 
grant, they were allowed to have some definite share of the 
revenue derived from certain sources sach as Stamp, Excise, 
Law, Justice and others. The object of such decentralisa¬ 
tion was to give the provinces an increasing scope for 
economy in administration and to reduce the rigidity of 
control that the Central, Government used to exercise upon 
provincial matters. 

In the next settlement the same system was followed 
vvith slight modification. The sources of reveuue could be 
divided into three classes, viz., (a) central, (b) provincial 
and (c) divided* There were certain sources which were 
enjoyed wholly either by the Central Government or by the 
Provincial Governments while there were .other sources 
which were divided between the Central Government and 
the Provincial Governments, To make up this deficit the 
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Provincial Governments were given a certain percentage ot 
land revenue. 

The settlement was subject to revision every five years* 

In 1904 an important change took place in the financial 
administration of India. This was the introduction of quasi¬ 
permanent settlement which meant that the assignment of 
revenue was not subject to alteration except in ease of 
extreme and general necessity* The Central Government 
was thus relieved of the trouble in connection with the 
quinquennial settlements. 

During the administration of Lord Hardinge the existing 
quasi-permanent settlement was made permanent* This, 
was done in 1912* The position of the central and provin¬ 
cial finances before the Montague-Chelmsford Reforms has 
been summarized by Mr. Coatman in the following 
manner "the budget of the Government of India was. 
made to include the transactions of the Local Governments* 
the revenue enjoyed by the latter being derived from sources 
of income which were shared between the Government 
of India and themselves. Generally speaking* certain heads- 
of revenue such as land revenue, excise* salt* income-tax and 
profits from productive irrigation works were divided be¬ 
tween the' Central and the Provincial Governments, Tho 
Provincial Governments took the receipts from Forest and 
Registration as well as from Courts and Jails. To tho 
Government of India went the revenue from opium* customs* 
railways, post and telegraphs and tributes from the Indian 
States. The Central Government* out of these incomes was, 
responsible for defence charges, for the up-keep of railways* 
post and telegraphs* for the payment of interest on debt and 
for the Home charges. The provinces from their incomes 
met the expenses connected with land revenue and the 
general administration* with forests* police, Courts and jails* 
with education and medical services. Charges for irrigation 
and ordinary public works were common to both the Central 
and the Provincial Governments''. 

The above financial relation had the following defects ■ 
First* the system of dividing revenues derived from certain 
heads between the Central Government and the Provincial 
Governments meant constant interference on the part of 
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the Central Government and impeded the development of 
provincial finance. Secondly, the pre-reform system did not 
confer upon the provinces independent powers of taxation 
and borrowing and the result was that the provinces could 
not easily adjust their incomes to their expenditure. 

Thirdly* the system often caused financial inequalities be¬ 
tween the provinces. Lastly, the system of assisting the 
provinces by occasional grants had its worst effect upon the 
provincial finance and encouraged extravagance. 

The Montague-Chelmsford Committee enquired into the 
financial conditions of the provinces and came to the con¬ 
clusion that the financial autonomy of the provinces could 
not be secured except by effecting a complete separation 
between the Central and Provincial finances. With a view 
to attaining that end, that Committee made the following 
recommendations :— 

(1) There should be no divided source of revenue. The 
sources of revenue should be distributed between the Central 
and Provincial Governments, The land-revenue, irrigation, No divided 
excise and judicial stamps should be made the purely pro- Sources, 
vineial sources of revenue while the customs, income tax, 

and general stamps should be retained by the Central 
Government as separate sources of revenue. In this way 
& separation between the Central and Provincial finances 
should become possible. Following the recommendation of 
the Monfcague-Chelmsford Committee a new allocation of 
revenue and expenditure was made in the following 
manner —(l) Imperial Heads of revenue consisting of 
Customs, Income-tax, Opium, Salt, Hail ways, Post and 
Telegraphs and Military receipts ; (2) Provincial Heads 
of revenue including Land revenue, Stamp, Judicial and 
Non-judicial, Registration, Excise and Forest. It should be 
noted in this connection that although income-tax was made 
an Imperial Head of revenue, the provinces w T ere to be given 
tv email share of the income tax revenue, equal to three pies 
in the tax collection on every additional rupee of the income 
assessed over and above the income assessed in 1920-21. 

(2) Bn oh an allocation of separate sources of revenue to Hew to make 
the Provincial Government should bring about a deficit in up ^ fd ^ cl { 
the central finance. The Committee recommended that budget 0 ** 
the deficit should be made up by the payment of contribu- 
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tion by each province. The assessment of Provincial con¬ 
tribution should, as the Committee suggested, be propor¬ 
tionate to the gross surplus which each province would 
ebjoy under the new allocation of sources of revenue. This 
method of assessment did not appear to be just and the 
Secretary of State appointed in 1920 another Committee 
known as the Meston Committee to investigate the financial 
relations between the Central and the Provincial Govern¬ 
ments and to suggest at* equitable standard of fixing con¬ 
tributions payable by the provinces. The Committee found 
that the deficit for the year 1921-22 was Rs, 983 lakhs. The 
contribution that each province would have to- pay in order 
to make up this deficit, was fixed by the Committee with 
reference to the additional spending power that the 
Provinces enjoyed that year on account of the allocation of 
separate sources of revenue. The Committee recommended 
the provincialisation of General stamp in order to strengthen 
the financial position of the Provinces, The standard con¬ 
tributions to be paid by the Provinces in the succeeding 
years were also determined as certain proportion of the total 
deficit. These proportions were 19 per cent, from Bengal* 
18 per cent, from the United Provinces* 17 per cent, from 
Madras, 13 per cent, from Bombay, 10 per cent, from Bihar 
-and Orissa, 9 per cent, from the Punjab 6i per cent; from 
Burma, 5 per cent, from Assam, This standard should be 
adopted within a period of seven years* 

The Provinces objected to this method of realising 
provincial contribution* Madras keenly appreciated the 
rigour of such settlement because the initial contribution 
that it had to make was the highest. The provinces regar¬ 
ded the contribution payable by them as a “crippling levy 
on their revenues. 1 ' The financial position of the Govern¬ 
ment did not improve for a period of time and hence no 
question of remission of provincial contribution could 
possibly arise during the several years that followed the 
Meston Award. In 1925-26 the Finance Member had the 
pleasure of declaring a surplus budget. The budget of that 
year showed a surplus of 324 lakhs of rupees and the 
Finance member announced that a large sum of 250 lakhs 
of rupees would be utilised in securing permanent remission 
of Provincial contributions : but every Province bad not the 
equal claim to remission ; the Government of India, followed 
a.certain equitable plan in reducing the Provincial Gontriba^ 
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tipn and according to that plan Madras, United Provinces, 
the Punjab and Burma were given the prior claim over 
other Provinces* In the next Budget, i, Budget for 
1926-27 there was a further remission of Rs. 125 lakhs in 
favour of the Provinces mentioned above* In 1927-28 the 
entire amount of outstanding contribution was remitted and 
finally relinquished in 1928-29- 

*a> x j . j ‘ B _ a . * « ■» * 

The Meston Settlement rendered a great service to the 
Central Government by suggesting a method whereby the the jf eston 
deficit in the central budget would be made up by the settlement* 
payment of the Provincial contribution* The allocation 
of separate sources of revenue to the Provinces was 
responsible for this deficit budget and the Meston Com¬ 
mittee could not devise any other way of adjusting the 
income to the expenditure except by the payment of certain 
amount of contribution by the Provincial Governments to 
the Central Government* The Gommittee suggested an 
equitable standard of Provincial contribution inasmuch as 
it recommended that the contribution should be propor¬ 
tionate to the ‘additional spending power which the redis¬ 
tribution of sources of revenue brought to the Provinces* 

The Meston Committee also determined the fixed propor¬ 
tion r of the future deficit which would be realised from the 
Provinces in the succeeding years of deficit budget ; the rate rC mU- 
of Provincial contribution put undue pressure upon the fin- &ioil 
ancee of some of the Provinces* The redistribution of provincial 
resources accompanied with the payment of Provincial contribution 
contribution improved, no doubt, the position of an agricul- 
tural Province like the Punjab but the provinces like Bom¬ 
bay &ud Bengal with considerable industries were not placed 
in a favourable position* This payment of Provincial con¬ 
tribution necessitated retrenchment of public expenditure 
with the result that the provinces could not work the 
dyarehical Government satisfactorily. Sometimes the 
Provinces had to impose additional taxation in order to meet 
the necessary expenses of the Government. This system of 
Provincial contribution was devised as a temporary measure 
and the Central Government was asked by the Meston 
Committee to economise its expenditure for the ultimate 
emission of contribution. The settlement of Provincial 
oontribution so far as Bengal was concerned could not bo 
given effect to because, the financial position of Bengal was 
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the worst during that time. Bengal, therefore, was favour¬ 
ed with a remission for a period of three years, 

We have already seen that Montague-Chelmsford reform 
was introduced with a view to securing financial autonomy 
o t le 1 rovmees and to reducing to a minimum the inter- 
ference by the Central Government in provincial matters, 
ine reform was based on the theory of complete federal 
separation but it was defective on the following grounds 

(i) A complete and clearest division between the central 
Delects of ^ na j n ce and provicial finance was neither possible nor desi- 

the Mont- rable. (hJ The sources of revenue that were allocated to 

!ord system, Piovinces were inelastic and incapable of expansion. 

The Central Government on the other hand, had the most 
productive sources of revenue, (iii) Inadequate funds 
which the Provinces could derive from their sources of 
revenue were not sufficient to meet the expenses of the 
nation-building departments which were placed in their 
charge, (iv) The reforms no doubt increased the spending 
power of the Provinces but created inequality in their 
financial conditions—an inequality which was accentuated 
by the abolition of Provincial contribution, (v) The resi¬ 
duary powers of taxation were vested in the hands of the 
Central Government while the Provinces could only impose 
the scheduled taxes. 
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Commission 
and the 
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The necessity of re-adjustmeut of financial position was 
keenly felt. When the matter came up before the Simon 
Commission Sir \\alter Layton, the Financial Assessor of 
the Simon Commission submitted a scheme of reform 
in th© following lines :—(i) reduction of the import duty 
on foreign liquor so that the Provinces might impose fur¬ 
ther excise duty upon it, (ii) distribution of the proceeds of 
the salt duty among the Provinces on a per capita basis* 
(iii) assignment of one-half of the proceeds of the income* 
tax to th© Provinces, (iv) income-tax on agricultural 
incomes to b© imposed and enjoyed by the provinces,, 
(v) Terminal taxes, (vi) Provincial surcharge on income- 
tax, and (vii) new excise on matches and cigarettes which 
together with the proceeds of the salt duty would go to 
constitute a Provincial fund to be distributed among the 
Provinces on a per capita basis. 

The Government of India could not approve of this 
scheme inasmuch as it would result in a loss of about 
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Rs. 12 crores of Central revenue and involve an imposition 
by the Provinces of Rs. 24 crores of new taxation * Again, 
the scheme was highly optimistic in its estimate of the 
surplus of Central revenue and the proposed taxes would 
scarcely bring the estimated revenue to the Provincial 
Governments, 

The position was again reviewed in detail by a sub¬ 
committee of Federal Structure Committee presided over 
by Lord Peel ; the said committee examined and reported 
upon the general principle according to which the financial 
resources and obligations of India should be apportioned 
between the proposed Federation, the British Indian units 
jointly and severally and the states units. 

The said sub-committee opined that the federal finance 
should be independent in the sense that the federal revenue 
would be raised without any action on the part of the 
individual states. The committee suggested the following 
sources of federal and provincial revenues 

Federal : (i) External customs, (ii) Salt, (iii) Export 

opium, (iv) Excises on articles on which customs duties 
are imposed, (v) Receipts from Federal Railways, Federal 
Post and Telegraphs, (vi) Profits of federal Currency, 
(vil) Corporation tax, (vili) Contribution from Provinces 
and (ix) Contribution from states. 

Provincial ; (i) Land Revenue, (ii) Excise on Alcohol, 

Narcotics and Drugs, (iii) Stamps with the exception of 
Commercial stamps (iv) Forests, (v) Provincial commercial 
undertakings, (vi) Succession duties, (vti) Terminal Taxes, 
(viii) the first seven taxes in the present first schedule 
appended to the Scheduled Taxes Rules. 

The income-tax is to be collected by the Federal Govern¬ 
ment and distributed among the Provinces. 

The Peel Sub-Committee was followed by a Federal 
Finance Committee of which Lord Eustuce Percy was the 
chairman. This committee was appointed at the end of 
1931 to subject to the test of figures the suggested classi* 
float ion of revenues by the Peel Committee and to estimate 
the probable financial position of the Federal and of the 
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Percy 

Financial 

Committee, 


Suggestions 
of the Percy 
Committee. 


Provincial Governments under the proposed schemes This 
Committee proposed a scheme of redistributing the proceeds 
of income-tax among the Federal , and Provincial Govern? 
ments and at the same time suggested a payment of contri¬ 
bution by each of the provinces to the Federal Government. 
The amount of such contribution would, as the - Committee 
opined depend upon the additional resources of the provinces 
concerned. The Committee also recommended that ‘the 
Federal Government should have authority to make laws 
relating to (l) the sources of revenue reserved 'for the Fede i 
ration, (2) taxes which are subject to a right of Federal sur¬ 
charge and (3) excise duties. 

The excise duty on matches should go to 4 the Federal 
Government while receipts of the taxes on tobacco, on 
agricultural incomes, and of succession duties should be 
enjoyed by the Provincial Governments. This allocation 
Would result in a deficit in the Federal budget. This deficit 
was estimated at B$. crores which would be made up by 
the contribution payable by the provinces in accordance 
with their share of the income-tax received. 


The recommendations of this committee with certain 
modification were incorporated in the Government of India 
Act, 1935. The Act is an important constitutional doeu-; 
merit and introduces for the first time a scheme of federation 
for India,- The sources of revenue have been distributed 
between the Federation and Provinces with a view to giving 
the, provinces autonomy in the financial sphere. The 
entirely provincial sources include land revenue, excise 
duties on alcoholic liquors, opium and other narcotic drugs, 
taxes on agricultural income, taxes on land and buildings* 
taxes on professions and trades, capitation taxes, taxes on 
the sale of goods and on advertisements, taxes on luxuries^ 
on entertainments, amusements, betting and gambling and 
duties in respect of succession and agricultural land. The 
provinces have been given shares in the proceeds of the 
income tax, salt duties, federal excise duties and export? 
duties* Again, the proceeds of certain taxes administered 
by the Federal Government are to be transferred to the 
provinces after deduction has been made of the surcharges for 
federal purposes. These include duties in respect of succ^S' 
sion to property other than agricultural land, such stamp 
duties as are; mentioned, in the Federal Legislative, ttst. 
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terminal taxes on goods and passengers carried by railway 
or air and taxes on railway fares and freights. The Act also 
makes for gr&nts-in-aid to certain provinces in order to 
enable them to work the new scheme of provincial 
autonomy. -> - t , r ■ 

Sir Otto Niemeyer was appointed by the Secretary of 
State to report upon the convenient method of distributing 
the share of the income-tax and of the export duty on 
jute and to make recommendation in regard to the payment 
of subvention to the provinces. Annual cash, subventions 
recommended by Sir Otto Niemeyer are as follows To 
the U. P. Rs. 95 lakhs for 5 years only, to Assam Rs* 30 
lakhs, to Orissa 47 lakhs for one year, 43 lakhs annually for 
the next four years, and 40 lakhs annually thereafter, to the 
N. W. F. Province Es. 100 lakhs (subject to the consider* 
ation after 5 years) and to Sind Rs. 110 lakhs for one year 
and 105 lakhs for in each of the next 9 years. 

In regard to distribution of the share of the Income-tax 
Sir Otto Niemeyer recommended that fifty per cent, of the 
proceeds of a share of the income-tax should be available for 
distribution among the provinces in the following 
manner 

Bengal 20% ; Bombay 20% ; Madias 15% ; the United 
Provinces 15% ; the Punjab 8% ; Bihar 10% ; the Central 
Provinces and Berar, 5% ; Assam 2% ; The North-West 
Frontier Province 1% ; Orissa 2% ; and Sind 2%. 

Out of the total amount thus available the Federal Gov¬ 
ernment has been authorised to retain for the first period of 
five years in each year the whole of such amount as* 
together with the.general receipts from the railways will 
bring the Ceutral Government*s share in the divisible total 
up to 13 crates, whichever is less, and for a second period 
of 5 years, in the first year five-sixths of the sum, if any* 
retained in the last year of the first period, decreasing by a 
further sixth of the sum in each of the succeeding 5 years. 

As regards jute-exporfe duty, Sir Otto Niemeyer recom¬ 
mended that out of the jute^exporfc duty 62| per cent, 
of the jute-export duty should be assigned to the jute- 
growing provinces. 


Recommen¬ 
dation of 
Sir Otto 
Niemeyer, 
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Sec. 10. Sources of Provincial Revenue under the 
present constitution and their productivity 

The Provinces enjoy financial autonomy in the sense 
that they have been favoured with separate sources of 
revenue and do not depend upon wb&fc the Central Govern¬ 
ment may be pleased to allot in their favour. The sources 
of revenue which they are now allowed to enjoy include 
(i) Land Revenue! (ii) Judicial Stamps, (iii) Excise 
duties on alcoholic liquors, opium, hemp, narcotics and 
drags, (iv) Irrigation, (v) Registration, (vi) Forests, (vii) 
Civil Administration, (viii) Taxes on income, fix) Receipts 
under the Motor Vehicles Act, and (x) Civil Works, etc. 


Revenue 
yielded by 
ibis source. 


(i) Land Revenue :—In former times Land Revenue 
was the mainstay of Indian Finance but in recent times the 
introduction of other kinds of taxation has removed this 
source from the pre-eminent position that it once occupied. 
Nevertheless the different Provinces derive considerable 
revenue from this source. In the year 1982-33 this source 
alone yielded a total revenue of Rs. 30*67 crores, The 
principle of assessing this revenue is not the same in all 
provinces and the productivity of this source depends 
greatly upon the system of assessment that is adopted. The 
United Provinces had the highest income from this source 
in 1938-39. In Bengal, where the permanent settlement 
is in vogue, this source has been the most inelastic of all 
sources and has failed to yield considerable revenue. In 
1938-39 the total yield in Bengal was Rs, 3'24 crores. 


Commercial 
and Judicial 
£ta mps. 


(ii) Stamps :—'The stamps are of two different kinds, 
viz. v (1) the commercial stamps and (2) the judicial stamps. 
The latter kind of stamp which comes within the domain 
of the provinces plays the more important part because a 
large percentage of tbe revenue is derived from this kind of 
stamp. Again, the judicial stamp is to be purchased by a 
person who has to institute suits in the law-court. The 
payment, therefore, is to be made for the special benefit 
that the person instituting the suit derives from the State. 
This is the reason why the payment is described as fee and 
not as tax. The revenue from this source is gradually 
increasing. In 1938-39 Bengal alone derived an income of 
Rs* 2 57 crores from this source. The commercial stamps 
represent duties levied upon commercial transactions 
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entered m documents, The revenue derived from this source 
is now enjoyed by the Central Government, 

(iii) Excise ;—The Provincial Governments derive 

considerable revenue from the manufacture and sale of 
intoxicating liquors, hemp* drugs* toddy and opium. They fcve 

are found to impose duty upon the manufacture of intoxica- H J ue . C 
ting substances and levy fees for sale licences- This policy 

has been adopted with a view to restricting the consump¬ 
tion of intoxicating substances which tell upon the health 
and strength of the people. 

In Bengal this source alone contributed about Rs, 159 Total yield 
crores in 1938-39, 

(iv) Irrigation r The Provincial Governments have to 
spend considerable amount of money in the construction 
and improvement of the irrigation canals, but this expendi¬ 
ture has been productive of considerable revenue* In 
1938-39 the total net revenue derived by Bengal from this 
source was Rs* 4'61 lakhs* 

(v) Registration l—The revenue from this source legist ration 
generally takes the form of fees charged upon documents fee, 

when they are presented for registration. The provincial 
Governments have increased their revenue by enacting that 
certain documents will not be valid unless they are duly 
registered. The payment under this head cannot be 
described as tax because it has reference to the special bene¬ 
fit that the Governments confer by making provisions for 
such registration* In 1938*39 the Government of Bengal 
derived a revenue of R$ H '21 crores. 

(yi) Forests The Provincial Governments derive 
considerable revenue from the forests which have been 
assigned to them. The revenue accrues mainly from the How tho 
price of timber sold as well as from grazing fees and licence revenue is 
fees, rn 1932-33 this source yielded a gross revenue of 
Rs. 8 58 crores and a net revenue of about Es. 21 crores, 

Better results aro expected if a more scientific method of 
administration ia adopted. In 1938-39 this head yielded in 
Bengal a not return of Rs, 24 lakhs, 

(vii) Civil Administration This is an important 
source of provincial revenue* Madras Government derived 
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an income of Rs, 1*28 crores from this source in 1938-39 
while the Government of Bengal obtained in the same year 
an income of Rs* 90 lakhs. 

(viii) Taxes on income The Provincial Govern 
meets have been given certain shares in the proceeds of the 
income-tax which is thus a divided source of revenue under 
the Niemeyer’s Award. Provinces were given certain shares 
in the proceeds of this said tax in 1938-39. Bengal obtained 
R$. 30 lakhs under this head in 1938-39, 

(ix) Receipts under the Motor Vehicles Act These 
receipts figure prominently in the Provincial budgets. In 
1938-39 Bengal alone received from this source Rs, 2P9 
lakhs. 

(x) Civil works ;—These contribute decent amount to 
the provincial exchequer every year. The income from 
this source is the highest in Bombay where it stood at 
Rs. 48 lakhs in 1938-39 while Bengal obtained in the same 
year an amount of Rs. 29 lakhs. 

Besides the above sources the jute growing provinces 
Bengal, Bihar, Assam and Orissa—have been enjoying 62i 
per cent, of the export duty on jute. This source has come 
to play an important part in the recent finance of Bengal. 
In 1938-39 the income from this source in Bengal amounted 
to Rs. 2 2 crores covering as much as | of the total revenue 
of Es, 12 7 crores. 

Sec. 10(a) The items of Provincial expenditure. 

We have already seen that the provinces of India enjoy 
separate sources of revenue. The new constitution and 
Niemeyer's Award have roughly secured this financial 
autonomy for the Provinces and charged them with the 
responsibility of administering certain specific departments. 
The Provinces have therefore to spend their revenue in 
administering the various departments placed under their 
control. Let us have a brief review of some of the impor¬ 
tant items of expenditure. 

(i) Direct demands on revenue :—The Provincial 
Governments have to collect their revenue from various 
sources and have to bear the expenses of collection. This 
cost of collection has to be deducted from the gross revenue 
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before we can determine the net revenue derived from a 
particular source. In 1938-39 the total expenditure on 
this account was about Rs, 97 lakhs in Bengal, 

iii) Irrigation ;^This department is practically under 
the control of the provinces and they have to set apart 
considerable portion of their revenue with a view to dis- 
charging this onerous responsibility. The expenditure 
incurred in this connection is kept in two separate accounts, 
viz., (1) The Revenue Account and (2) Capital Account 
charged on Revenue. In 1938-39 this item absorbed about 
38 lakhs in Bengal, 

(iii) Debt Services :-^The Provincial Governments 
have to spend a considerable amount of money every year 
in paying the interest on both ordinary and productive debts 
as well as in liquidating some portion of the existing debts. 
The debts are mainly incurred for the purpose of financing 
commercial undertakings and for the construction of irriga¬ 
tion works. In 1932-33 the Provincial Governments spent 
about Rs, 3'88 erores under this heading. In 1938-39 
Bengal spent Ra, 15'7 lakhs under this head, 

(iv) Civil Administration ;—-The expenditure under 
this head relates to the following departments (a) General 
Administration, (b) Administration of Justice, (c) Jails, (d) 
Police, (e) Scientific department, {f) Education, (g) Medical, 
(h) Public Health, (i) Agriculture, (j) Industries and 
(k) Miscellaneous departments. The total expenditure in all 
provinces was in 1938-39 about Ra, 521 erores. The distri¬ 
bution of this amount among the various departments was 
not based on a sound principle. Agriculture absorbed only 
about Rb, 2'5 erores and industries did not get more than 
Rs< '89 erores. The total expenditure on education was 
about Rs. 121 erores, This amount was, however, in- 
sufficient to remove the appalling illiteracy of the Vast 
population of India, The average expenditure on primary 
education is Qd. per head in India while it is 15$. j n the 
United Kingdom and 84s, in the United States, The de¬ 
partment of Police absorbed about Rs, 121 erores. This 
shows that the Provincial Governments attach greater 
importance to maintenance of law and order and cannot 
for that reason allot sufficient fund for the nation- buildum 
departments. 


Collection 

charges. 


Cost of 
irrigation. 
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Civil works. 


An estimate 
of revenue 
and expendi 
ture. 


(v) Civil Works ;—This is another important depart¬ 
ment of the Provincial Government and absorbs consider¬ 
able portion of the provincial revenue. In 1938-39 the 
amount spent under this head was about Es. 8'9 crores* 

(vi) Miscellaneous Departments The expenditure 
under this head relate to Famine Relief, Transfers to Famine 
Insurance Fund, Pensions and other miscellaneous items. 
The total expenditure was about Rs. 11'24 crores in 1938-39. 

Sec, 11 Financial position of the Provinces under 
the NieymeFs award : How to improve, the financial 
position of the Province of Bengal ? Nieymer’s Award 
criticised. 

We have already seen that since the introduction of 
Provincial autonomy in India, the Provinces have been 
enjoying roughly separate sources of revenue* The revenue 
derived from these sources 13 supplemented by contribution 
from the Central Government in regard to certain divided 
somces and total revenue thus obtained is spent in the 
administration of provincial subjects, The re-adjustment of 
financial resources between the Central Government and 
the Provincial Governments as effected by the statutory 
provision and Niemeyer's Award has strengthened the 
economic position of the provinces to some extent. So 
far as Bengal is concerned she is better off to the extent 
of Es. 75 lakhs a year than before. The Niemeyer's Award 
increased her share in the jute export duty to the extent 
of - Rs* 42 lakhs and gave an annual relief to the extent 
of Rs. 33 lakhs by cancelling her accumulated debt 
to the Centre. In spite of this increase in income 
and the unexpected receipt of the share in the income- 
tax the Government of Bengal is not in a position to 
meet its expenses. Its revenue and expenditure could not 
balance in 1938-39 and in 1939-40. The budget of 1940-41 
also revealed a deficit of Rs. 57 lakhs. The total revenue 
receipt amounted to Rs. 13'97 crores while the total revenue 
expenditure stood at Es. 14'54 crores. This gloomy aspect 
of the finance of Bengal is to be dispelled, otherwise she 
will fail to work the scheme of provincial autonomy* One 
suggestion which we can make in this connection is the 
transfer of the entire proceeds of the jute export duty to 
Bengal so that the latter may be in a position to balance 
her budget, 1 ■ 



PUBLIC FINANCE 


The resources of the Government of Bombay have im¬ 
proved no doubt by the re-allocation of sources of revenue. 
She has also obtained an annual relief to the extent of 
approximately R$. 90 lakhs from the separation of Siud ; 
■but Bombay is not satisfied with the Niemeyer’s Award 
and claims a larger share of the income-tax on the ground 
that her contribution to this tax is higher than that of any 
other provinces. Again, she puts forward her claim to a 
share in the cotton duties when the sister province Bengal 
has been favoured with a share in the jute export duty, 
Madras is decidedly at an advantage under the present 
arrangement, Her revenue expanded to Es, 16'13 crores 
in 1940-41 and the Budget of the same year showed a sur¬ 
plus. She has also received an annual relief to the extent 
of Bs, 90 lakhs by reason of the separation of Orissa : she, 
however deplores that she has been given a lower share of 
the income-tax although she is entitled to as much as 94 
per cent, of the income-tax on the basis of population. 

The Punjab has some grounds of complaint and appre¬ 
hends a fall of her receipts from the Central Government 
by Rs, 5 lakhs annually. As against this she has obtained 
substantial relief by the separation of the North-West 
Frontier Province* 

The poorer provinces like Assam, Orissa, North-West 
Frontier Provinces and the United Provinces have been 
granted cash subvention and annual relief by cancellation 
of debts. All these provisions have gone a great way in 
strengthening the financial position of the provinces con¬ 
cerned, This is clear from the surplus budgets of alt 
Provinces except Bengal, Orissa and the Punjab in 1940-41. 
Nevertheless the Niemeyer's Award cannot claim unqualified 
support from the provinces. The Award has made the 
provincial share of the income-tax dependent upon the 
Railways making substantial contribution to the Central 
Government. This unhappy contingency over which the 
provinces hav© practically no oontrol may deprive the 
provinces of their legitimate ahaTe in the income-tax. 
Again, the Award which had always been anxious for the 
financial stability of the Government of India did not 
attempt to suggest eoonomy in the central expenditure with 
a view to giving greater relief to the provinces and enabling 

them to work the nation*building departments on efficient 
lines. 
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Sec. 12, Home Chargee. 

The total contributions that India has to make to 
Economic England annually constitute Home charges. The payment 
and political is to be made by India partly on account of her political 
aspect. relation and partly on account of her economic relation 

with Great Britain. Let us consider the various items 
that enter into Home charges. 


The principal items of expenditure (incurred in England and charged 
agiansfc Indian revenue} included in the Home charges can be found in 
the following table. 


(1) Interest, annuities and 
Sinking funds regarding 
Railway debt 

(2) Interest on ordinary debt 

(3) Management of debt 

(4) Stores for India 

(5) Military and Marine 

(6) Cost of Civil Department 

(7) India Office and High Commissioner’s Office 

(8) Civil Furlough and pensions 

(9) Miscellaneous 


(In 1936-37) 
£ millions 
10*9 
6*5 
I 

2'83 

10'9I 

'88 

*23 

1*76 

o’oa 


Deduct Receipts in England 


34‘21 

4 

£ 30*21 


Home 

charges 

analysed. 


What is 


From the above table it is clear that the Home charges, 
amount to £ 30*21 millions. Some of the items of expendi¬ 
ture included within Home charges such as (l) Interests 
on Railway and ordinary debts and (2) stores purchased 
represent to some extent the economic relation that 
happens to exist between India and England. This expendi¬ 
ture on account of economic relation comprises about two- 
thirds of the annual contribution and the remaining one- 
third is the price for India's political relation with England, 

Sec. 13, The Home Charges—whether a drain. 

Tbere is a difference of opinion as to whether the 
whole of Home charges constitute a drain. In order that 
a proper solution of the problem may be possible it 
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oooossdn to know what is meant by the term 'drain * It 
means that portion of India's payment for which in that 
year she receives no material equivalent in goods or money. 
Let us now’ see whether India gets any return for the 
payment that she makes to England* If we study critically 
the different items that enter into Home charges we will 
at once come to learn that the considerable amount of 
money paid as Home charges represents the interest on 
capital that has been borrowed by India for productive and 
unproductive purposes, India borrows money in England 
because London is the cheap money market of the world 
and derives huge amount of profit by investing the amount 
of capital borrowed for productive purposes, India has to 
pay a very low rate of interest and in return she enjoys 
the enormous profits that investment in Railways and in 
other productive enterprises yields* Therefore this part of 
the payment cannot be termed as drain. 

Again* for the payment of the prices of stores purchased 
by the Secretary of State on behalf of India she certainly 
gets some returns. She pays for the stores that are 
imported, into India in the same way as the ordinary 
importer will pay for his own imports. The Indian Stores 
Department has been instituted with a view to encouraging 
the purchase of Stores in India, If the purchase of Stores 
is strictly confined to articles which are either not available 
in India or available at a higher price, this item of foreign 
payment does not constitute drain. The two items mentioned 
above cover as large a portion as §rds of the total Home 
charges. The remaining portion of the Home charges may 
be roughly termed as the political drain. The expenses on 
account of the Military and the Naval Department which 
cover about Rs, 15 crores every year may be termed as 
drain because India derives little or no benefit from such 
defensive measures* Again, the expenditure on this item 
can be reduced to a larger extent if the European officers 
and soldiers are substituted by the Indian staff. 

The expenditure on account of the Civil Department 
and on account of the offices of the Secretary of State and 
of the High Commissioner represents another instance of 
the political drain, Europeans are employed to occupy 
the posts of responsibility and the salaries that are paid to 
them are several times as high as that paid to the Indian 
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officers. We, however, do not deny the fact that the 
European officers render some services to the country but 
what we mean to say is that the services rendered by them 
ani not proportionate to the high salaries that are paid to 
them. Thus there is an element of drain so far as this part 
of the expenditure is concerned. Thus from the considera¬ 
tion of the various items of Home charges we come to this 
conclusion that the whole of Home charges does not consti¬ 
tute a drain but there are certain expenditures which include 
an element of drain. This drain is generally due to the 
political relation that India has with England. 

See, 14. How Home charges are paid ? 

The Home charges are paid out of the revenues of 
the Government of India, In the central budget provision 
is made every year for considerable amount of money which 
is necessary for the discharge of India's obligation to 
England ; this provision is made in terms of rupees but 
the Home charges are to be paid in terms of sterling. 
Hence the question arises as to the method of making such 
payment* India cannot make payment by remitting the 
amount of rupees that the Government has in its treasury 
on account of Home charges because England has nothing 
to do with these silver tokens. The Home charges were 
formerly paid out of the proceeds of the sale of Council 
Bills, The Secretary of State used to sell Council Bills 
when the exchange value of the rupee reached the specie- 
importing point and out of the sale proceeds paid the 
required amount of sterling obligations* Sometimes the 
condition of the exchange rate did not permit him to sell 
Council Bills and under such state of things payment of 
Home charges was made by withdrawing money from the 
Gold Standard Reserve Fund and the Paper Currency 
Reserve Fund, 

The method of making payment by the sale of Council 
Bills had important effects on the exchange rate. In 
order to maintain the exchange rate the Secretary of State 
began for a period of time to sell Council Bills in response 
to demands of trade ; thus Home charges were met through 
the operation of trade and commerce. This method of 
making payments has* however, been substituted by 
another method. This consists in making remittance by 
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the purchase of sterling in the open market in India* 
This method has been adopted inasmuch as its helps the 
Government to regulate the rate of exchange with greater 
efficiency* The Hilton Young Commission recommended 
that this remittance business of the Government should 
be made over to the Reserve Bank when it would come 
into existence and that the Bank should be given the 
freedom to employ such method or methods as it might 
find most convenient and conducive to the smooth running 
of the financial machine* The newly created Reserve Bank 
of India which has been authorised to undertake this 
remittance business purchases sterling in open market for 
meeting these Home charges. 

Sec* 15, Finance of the Local Self-Governing institu¬ 
tions. 

The Local Self'Government consists of the following 
classes of orgnisationa, viz.* The District Boards, the 
Municipalities, the Local Boards and the Port Trusts* These 
public bodies have been entrusted with the administration 
of the local areas under their control and have been 
authorised to derive their revenue from certain sources* 
The number of municipalities is increasing every year. At 
present there are 79B municipalities in British India with 
nearly 22876000 residents within their limits and with an 
aggregate income of Rs* $8'07 crores, The municipal 
functions relate mainly to public health, safety, convenience 
and instruction. The municipalities have certain sources 
of revenue which include taxes and rates of various descrip¬ 
tion* Certain amount of income is derived from the proceeds 
of the municipal property, tolls from roads and ferries, taxes 
on property, on trades and professions, fees and licences and 
incidental receipts from the markets that exist within the 
municipal areas. The amount of revenue thus raised is 
supplemented by grants-in-aid from the Government, 

The municipalities spend their revenue in improving the 
conditions of roads within municipal areas and in maJcing 
proper armngomont for education and sanitation of the 
locality. The municipalities include only ten per cent, of 
the total population of India and hence they are not in a 
position to play an important part in the organisation of 
Local Self-Government in India. A greater importance 
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Chief 
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nSLj? a d ^ t he ? 0: * stitutlon and organisation of 
District Boards and Local Boards which serve as rural 

municipalities. Almost every district of British India has 
such an organisation There are as many as 12479 Boards 
mcludmg Local Boards, Union Boards, and Union 
i anchayats of Madras and their receipts are about Bs. 16 
erores^ The District Boards are entrusted to perform the 
same functions as the Municipalities are entitled to perform 
in the towns, Their chief source of revenue is the Public 
Uorks Cess which is collected with the land revenue. They 
Imve several other sources of revenue such as receipts from 
educational and medical institutions, from ferries and cattle 
pounds These local bodies have been given certain powers 
oi taxation but their power is strictly controlled by the 
belieduled Taxes Buies which provide for tolls, taxes on 
land and land values, taxes on buildings, on vehicles, on 
boats, on animals, menials and domestic servants, octroi 
duties and terminal taxes and similar other taxes, The 
revenue thus derived from the various sources is supple- 
mooted by the grants made by the Government for specific 
purposes. The revenue of the District Boards is spent on 
the following heads, viz . (1) Koad-construction and improve- 
ment, (2) Primary Schools, (3) Charitable dispensaries, 
(4) Drainage, (5) Water-supply, (6) Markets, (7) Conservancv 
and (8) Miscellaneous, 


These important functions of the local bodies cannot he 
discharged satisfactorily for want of adequate funds, The 
Taxation Enquiry Committee appreciated this difficulty and 
made certain recommendations for additional sources of 
revenue. 


The incidence of municipal rates has been estimated at 
Rs. 5-12 at perhead while that of Boards ..rates and cesses 
at only 9§ as, perhead. 


Next we come to the Port Trusts. These organisations 
exist for the administration of ports that exist in India. 
They are known as port commissioners. They have been 
vested with certain rights and charged with certain 
responsibilities. The revenue is derived by certain fees 
charged for services rendered as well as by the imposition of 
certain rates on shipping and goods. They spend the 
revenue in making provision for suitable dock accommoda¬ 
tion and for other conveniences. The principal Port Trusts 
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;ir 0 those at Calcutta, Madras, Bombay, Karachi and 
Chittagong with a total income of Bs* 7'64 crores* 

Besides the above Self-Governing institutions several 
other similar organisations have manifested themselves in tT . 
the villages, These are the Union Boards and the boards 
Panchayat Committees which owe their origin to the 
passing of the Village Self-Government Act + 

Sec* 19, How to improve the economic position of 
Local Bodies, 

When we study the economic position of local self- 
governing institutions one patent fact that at once attracts 
our attention is their poverty. These institutions have 
been charged with the solution of many vital problems but 
the funds at their disposal are scarcely sufficient for the 
purpose. Hence an improvement in the local finance is 
urgently called for. The Taxation Enquiry Committee 
made the following important suggestions in this connec¬ 
tion —(a) standardisation of the land revenue at a low rate 
so as to give better scope for local taxation, (b) introduction 
of taxation of advertisement, (c) imposition of fee for the 
registration of marriages, (d) imposition of a provincial tax 
on motor cars and the reduction of the import duty to the 
extent of the provincial tax T fe) grant of subsidies to pro¬ 
mote services of national importance, (f) supplementary 
non-tax services, e.g* t commercial undertakings like tram¬ 
ways, electric works, gas works* theatres etc,* (g) acquisition 
of landed estates yielding decent income* 

If the local bodies are allowed to extend their powers 
of taxation in the above line and to supplement the revenue 
raised from this source by profits derived from commercial 
undertakings their economic position will surely be im¬ 
proved, Again, the provincial governments should also 
assist the local bodies by grant-in-aid and by guaranteeing 
the loans which the local bodies may choose to raise for 
productive purposes, 

Questions and Answers 

Q 1, What im‘ the Homo ohnrgus. Bristly describe the methods by which 
iMymouts nco m&do by this country to England. ‘(C. U, 1909-10, 19U, WaO.) 

Ant, 14 and 1G* 
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Q. 2. Analyse the sources of Indian Revenue and write a full note on the 
revenue from opium. (C, U. 19Q9). 

A ns. See^ Sec. 4, 

Q, 3, Write a short note on salt tax. <€♦ XL 1909-10 ; 1939), 

Ads. See —Sec, 4. 

Q, 4, Write a short note on opium revenue* (C. U. 1911). 

A ns. £cc—Sec. 4, 

Q + 5. Give an account of India's public debts. (C. U. 1912 and 1925). 

Ads. See —Sec. 7. 

Q. d. What do the Home charges consist of ? How much of them represents 
interest on capital invested in India ? Do the Secretary of State's drawings exactly 
correspond with the net exports of India's merchandise and treasure. 

(0. U. 1910-14). 

Ana. See —Secs. 12 and 14. 

Q, 7. Explain how the Home charges are met through the operations of trade 
and commerce, (C. U. 1914.) 

Ana. See— Sec- 14. 

Q. 8, Write notes on the following ;—(l) The Salt tax, (2) The Income tax. 

(C. U. 1919). 

Aas. See —Sec. 4. 

Q. 9. Distinguish between direct and indirect taxes. Discuss their respective 
merits and give an account of the direct taxes levied in India. (C. U, 1927). 

Ana, See— Sec. 2. 

Q. 10. Write notes on the following 

(а) The Separation of the Indian Railway Finance from the General Finance* 

Ane. See— Sec. 4. 

(б) The merits and demerits of the Meston Settlement. (C. U. 1927). 

Abs* See —-Sec. 9. 

Q. 11. Give a historical account of the opium policy of the Government of 
India. Is the present policy of the Government open to serious criticism. 

(C. U. 1924). 

Ana* See —Sec. 4. 

Q. 12. What are the grounds on which revision of the Meston Settlement is 
necessary from the points of view of Bengal. (C. U. 1928). 

Ads. See—Sec. 9. 

Q. IS- Examine critically the main provisions of the Income-tax Act of 1922 ; 
and explain its significance in the development o! Indian Fiscal system. 

' JJ , (C. U. 1923). 

Ans. Sec. 4, 
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Q* 14. Classify the public debt of India* How far do you think our debt 
position is economically sound ? (C* U* 1929). 

Adb. See —Sec. 7. 

Q, 15* Discuss the relative advantages of loans and taxes as methods of raising: 
revenue* Illustrate your answer with reference to Indian condition, (G* XL 1930). 

Ana, See —Sec. 7. 

Q* 16. Describe the chief sources of revenue and the main heads of expendi¬ 
ture of the Central Government in India. (C, U. 1933). 

A us, Sid—Secs. 4 and 6* 

Q. 17* Carefully examine the nature of public debt in India and discuss how 
far it is economically sound or unsound* (C* U. 1934). 

Acs. See —Sec* 7, 

Q* 16. Compare the advantages and disadvantages of direct taxation with those 
of indirect taxation in India. (C* U. 1934). 

Ana. See—Seo. 2* 

Q* 19, Describe the sources of revenue of the Central and Provincial Govern¬ 
ment in India. Can you suggest a more equitable distribution of revenue between 
these two Governments ? (C, U. 19SG). 

Ans* S£fi"“Secs. 4 and 11. 

Q. 20, Analyse India's Home charges and explain how they arc mot through 
the operation of trade and commerce, (C. O* 1933), 

Am, See—Secs* 12 and 14. 

Q* 21* Examine tho division of financial resources between the Central 
Government and the Provinces under the present constitution of India, 

{C. U. 1939). 

A ns. See —Secs. 4, 9 and 11, 

Q, 22* Can you suggest any measures by which the financial resources of the 
Government of Bengal may he augmented f <0, U. 1940)* 

Am* Sid—Sees, 11* 

Q* 23. "What are the chief sources of revenue of the Central Government in 
India ? Give a rough idea of the relative importance of the different items of the 
present day, (C, U, 1940). 

Am* See— Sec. 4. 



APPENDIX A 

Summary of Reports and Recommendations. 

A Brief Summary of the Report of the Fiscal Commission* 

This Commission was appointed by the Government in October 
1921 to examine with reference to all the interests concerned the 
tariff policy of the Government of India, including the question of 
desirability of adopting the principle of Imperial Preference and to 
make recommendations/' 

The Commissions studied the conditions of Indian industries and 
came to the conclusion that the industrial development has not been 
adequate and efforts should be made to develop the Indian Industries, 
In order that such development may be possible the Government 
should adopt the policy of discriminating protection. In protecting 
the industries care should be taken to make the burden on the 
community due to the imposition of protective duty as light as would 
be consistent with the development of industries* 

The Commission recommended the establishment of a Tariff 
Board which would act as an Advisory Council and should consider 
the claims of different industries for protection* If the Board is 
satisfied that the industry really deserves protection it should advise 
the Government to that effect. The Commission laid down certain 
principles for the guidance of the Board while recommending protection* 
These are three in number :— 

(a) The Industry claiming for protection must possess natural 
advantages ; (b) that protection is urgently necessary, otherwise the 
industry will fail; (c) that industry would in the long run be able to 
face foreign competition without protection. 

The Commission recommended that industries which should be 
developed for the national safety should be protected provided the 
conditions for their development are not unfavourable* 

The Import Duty should not be imposed on raw materials and 
machinery because the imposition of such duty would hamper the 
progress of Indian industries. 

The Export Duty may be imposed for purely revenue purposes 
but such duty should never be imposed for protective purposes because 



SUMMARY OF REPORTS AND RECOMMENDATIONS 


541 


in that case the domestic producers will be seriously affected. The 
export duty may be imposed on foodstuff for temporary period with a 
view to checking the abnormal rise in the price of foodstuffs* 

When it is found that importation of certain dumped goods is 
detrimental to Indian industries care should be taken to impose 
dumping duties with the object of protecting those industries. 

The Commission strongly condemned the imposition to Cotton 
Excise duty because such duty hampered the progress of the cotton 
industries* It recommended that the Parliament should confer upon 
the legislature of India full power of regulating her excise policy solely 
with reference to her own interest* The commission recommended the 
abolition of import duties on coal and machinery and of the export duty 
on hide and tea* 

The question of desirability of adopting the principle of Imperial 
Preference was referred to the Commission for examination and 
recommendation* The Committee examined the scheme and made 
the following recommendations :— 

(1) It is not desirable that India should adopt the general 
preferential policy* 

(2) The preference may he given to certain commodities only 
under the following conditions 

(a) that the approval of the Legislature should be taken before 

such perference is given ; 

(b) that no preference should in any way diminish the protec¬ 

tion required by Indian industries $ 

(c) that the preference should not cause any greater economic 

loss to the country when the loss has been compared 
with the gain that will follow from preference granted 
by the United Kingdom. 

The Commission recommended that preferential treatment should 
he accorded to British industries whenever it is possible to accord such 
treatment ; that such preference should be granted as a free gift but no 
preference should be granted to any other country included within the 
British Empire except on the principle of reciprocity* 

With regard to the importation of foreign capital in India the 
committee opined that India could not go on without foreign capital 
hence no obstacle should be placed u^Kin the importation of such capital *' 
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hut the commission recommended that the Government should favour 
with grant of monopolies and other concessions those companies 
■which were incorporated with rupee capital and which would have 
Indian Directors and would afford facilities for the training of Indian 
apprentices. 

The Commission emphatically deprecated the system of double 
tariffs and the employment of tariff as an instrument for aggression on 
retaliation. 

An attempt should be made for the promotion of Indian indus¬ 
tries by making suitable arrangement for the primary education and 
for the training of the apprentices. 

Again, care should be taken to remove the difficulties that are 
occasioned by the shipping rebates, by the importation of dumped and 
bounty-fed goods and by depreciated exchange. 

The above recommendations were signed by all the members sub¬ 
ject to a minute of dissent by five members. The minority of the 
members who signed this minute to dissent considered the policy of 
discriminating protection and the conditions which should govern such 
policy as too stringent and recommended that the fiscal policy best 
suited for India is protection and that if any discrimination should 
become necessary for the protection of the interest of the consumer, 
the question should be fully determined by the Government of India 
and the Indian Legislature. 

The minority of the members were In favour of the imposition of 
an excise duty on commodities the consumption of which is detrimental 
to the health and strength of the population because such excise duty 
will raise the price and reduce the consumption of such articles. 

As regards the desirability of the adoption of the Imperial 
Preferential scheme the minority of the members recommended that 
India could not adopt the scheme of Imperial Preference unless she 
had been favoured with the responsible form of Government and unless 
she was able to regulate her own tariff policy by the vote of a wholly 
elected legislature. Again, no preference should be granted to the self- 
governing colonies unless they agreed to favour India with similar 
preference and recognised the rights of the Indian people living in the 
dominions to a state of complete equality. 

As regards the importation of foreign capital the minority of the 
members recommended that those companies should alone be protected 
which were incorporated in India with rupee capital and which had 
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reasonable proportion of Indian directors and at the same time 
.inoraed opportunities for the training of Indian apprentices. 

The Minority of tire Commission made certain recommendations 
in connection with the constitution of the New Tariff Board. 


APPENDIX B 


A Brief Summary of the Industrial Commission’s Report, 

The recommendations of the Industrial Commission are based 
upon the following two principles viz. :—(l) That the Government of 
India which kept itself aloof from the industrial sphere must play an 
active part in the industrial development of the country with the aim 
of making India a self-sufficient unit ; (2) that it is impossible for the 
overnment to play that active part unless provided with adequate 
administrative equipment and forearmed with reliable, scientific and 

technical acmes. 


creation of administrative 


The Commission recommends the 
machinery in the following manner :— 

m, • ? imt an Imperial Department of Industries should be created 

Vi nil ' ar J; man 6 . 8 ho « ld be under the control of a member of the 
\ iceroy s Executive Council who will he assisted by a Board of three 
members. The Department so created should be vested with the 
responsibility of formulating sound industrial polioy aud should carry 
out uniform programme for the industrial development of the whole 

performed ^tha^ In order ‘•hat theso fudofcions may be successfully 
performed the department would require the assistance of mechanical 

offiS 78 '■'T°%r 0V A* lOn “ USt made for ‘b» appointment of an 
ImPSl *t“? ^ < ? oalmlttoe also su Sgosted the formation of an 
X|1 r * U9tI1 ^ Service so that the difficulties incidental to the 
ousual recruiting of officers may be avoided* 

, Jp Tho actual administrative work should devolve on the Provin- 
of lrS T llm0 u n .^ , In , 0ft0h Province there should be a Department 
iLktidl? Wh ‘° ■ r 10 . Uld ^ administered by a Director of Industries 
h> specialists ami teohnioal advisers who should he usually 
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recruited under the Indian Imperial Service. The Director should also 
receive instructions from the Provincial Board of Industries consisting 
mainly of non-official members. Thus aided by the specialists in 
industries and by the Board mentioned above the Provincial Directors 
will be in a position to foster the growth of the industries in the best 
possible ways. 

The Commission gives in the first few chapters an account of the 
industrial backwardness of India. The bulk of the population depend 
upon agriculture for subsistence and they do not even care to increase 
the return from land by uptodate methods of cultivation. The march 
of modern industry has produced little or no effect upon their economic 
conditions. The progress that is to be found in the rural areas has 
been the outcome of economic rather than industrial revolution. 

The deficiency in industrial development has been mainly due to 
the low standard of living of the people and the inefficiency of the 
Indian labourers. Again* the inadequacy of the supply of capital and 
the shyness of the Indian capitalists are other causes of India's indus¬ 
trial backwardness. The capitalists of India are less enterprising and 
for that reason cannot take risks boldly. They will invest their money 
in those commercial and industrial undertakings in which the chance 
of profit is very great. India has to import large quantities of manu¬ 
factured ^ articles from foreign countries and has to part with its agri¬ 
cultural products in paying the value of her valuable imports. This 
economic dependence has serious consequences on the material progress 
of the country and the situation becomes precarious in times of war 
when the supply of these articles is refused considerably. 

India, however, has great possibility for success in the industrial 
sphere. This is shown by the fact that India has a large supply of 
raw materials. The foreign countries that have flourished in the 
industrial Sphere depend greatly upon India for the supply of raw 
materials but India remains idle and depends upon foreigners for the 
supply of manufactured articles which are urgently required by her 
people. The economic position of India can be improved if care is 
taken to remove those obstacles that stand in the way of her industrial 
success. The first step that should be taken in this direction is to 
improve the condition of labour supply, India has a large supply of 
inefficient labour and this supply can be increased by the utilisation 
of labour-saving machinery in agriculture. The Commission mentions 
three important causes of the inefficiency of India labour. These are 
(1) absence of education amongst Indian artisans, (2) their low standard 
of comfort and (3) their poor health. The Commission makes distinct 
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recommendation for the removal of each of the three evils mentioned 

For the removal of the first evil the Commission recommends fh at 
he Government should take immediate steps to maSTa^^ 
for the spread of universal primary education ; but the snfead nf 
primary education alone cannot make the labourers efficient ! 

should also be made to make adequate proviSn for the wh ’1 
education of the labourers. The method of Suingshould n £W 
same in all cases. For the training of workers in cottage industries the 
Commission recommends that the Government should make provision 
for the establishment of industrial schools supervised by headmaster* 
^ifch practical knowledge of the industries taught and controlled hv th 
Department of Industry. - The best method of tmiZTthe ^Lt 
m organised industries should, as the Commission suggests consist 
of a system of organised. apprenticeship for a period of’ four or five 

years with practical training in the workshop and theoretical inst™ 
tions in attached training institutions. theoretical instruc- 

The next suggestion of the Commission has reference to thp ; m 
povoment of standard of comfort. The industrial workers ha.Vfo live 

bU8t ? and tl,ls lnsa -hitary conditions of the dwelling 
houses tells upon their health and strength. Efforts should be made 

CoiT 0V1 1 g - the / We i hne hoUSes of the ’Austria! workers The 
Government is advised to make use of its powers under the I «nA 

on hlnT A0t t0aCq ^ re lands and to leaso out the land so acquired 
on better terms. The Commission appreciates the miserable conditions 

] hdustnal labourers of Bombay and makes special recommends 

be im P r °ve meDt ° f their dwellin 6 houses. mTSSSSl 
° or general measures of welfare-work among factory labourers. 

nuRik ^ he Commission makes recommendation for the improvement of 
“i,“” S * 6a,nst «“* *■"■« »« Hook. 

—z,sr ouL c r ”x,° 

pursuits. A oomplete revolution should be brought about in the methyl 

ent‘ri 8tml “i n « 80 tWfc th0 W *U take interest in industry! 

enterprises. For the manipulative industries the method of tnuninc 

should be similar to that prescribed for training artisans. The Indiana 

° f or engineers mui semi 

f - PPre0tl !f 8blp “ the workshc >P' After this period of aiinren- 
SKiffiaif • °T t h6,r ^ aotica ’ training should be supplement b v 
eorotwal instruction. When the course of theoretical instruction is 

35 
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complete they should be allowed to specialise in particular subject 
In ease of non-manipulative industries the training should be imparted 
mainly through teaching institutions. The Commission also recom¬ 
mends the establishment, in future, of two Imperial Colleges, one for 
engineering and the other for metallurgy. The Department of Industry 
should be vested with a power of general control over technical institu¬ 
tions in order that the intimate relation between the technical 
institutions and the world of industry may be maintained. 

The Commission deals with the question of the supply of motive 
power which is an essential ingredient in industrial success* A study 
of the character and quality of Indian coal shows that Indian coal is 
inferior to the coal of other countries in quality* Again, the extension 
of the metallurgical industry already started will reduce the supply of 
coal for industrial purposes to a very great extent* We cannot attach 
much importance to the oilfields of Burma inasmuch as they are being 
rapidly exploited* The wind power cannot be taken recourse to because 
it is too intermittent for the purpose. 

The Commission suggests in the long run that greater importance 
is to be attached to the water-power and this can be depended upon 
as a more reliable source of energy specially with a view to the deve¬ 
lopment of thermo-electric industries, A duty is, therefore, thrown 
upon the Government to undertake hydrographic survey in order to 
determine the places which offer greater opportunities for the establish¬ 
ment of hydro-electric installation, 

i 

The Government has been advised to give up its La,i$$ez faire 
policy and take an active part in the improvement of Indian industries. 
There should be a re-organisation of the scattered scientific services 
in the provinces under the Imperial Services* The Government in this 
way will be in a position to estimate correctly the value of industrial 
proposition* Rules should be framed regulating the relations between 
the members of these Imperial services and the private industrialists 
requiring advice from them. 

The Commission appreciates the utility of uptodate information 
on commerce and industries and suggests a scheme for the collection 
and publication of those information through the Department of 
Industry* A proposal has also been made for making over the task 
of purchasing Government stores to the Department of Industry so 
that it may be possible for the Department to see that orders are not 
placed with the stores Department, India office, unless the stores are 
not available in India. The commission speaks about the advisability 
of acquiring lands by the Government for industrial purposes and 



SUMMARY OF INDUSTRIAL COMMISSION'S REPORT 


547 


indicates the method by which the Government may tender assistance 
to the industries. The Government should, according to the opinion 
o[ the commission, undertake the manufacturing operation for the 
production of lethal munitions. The administration of the Boiler Acts, 
the mining rules, the Electricity Acts, employment of jail-labour, 
prevention of adulteration and some other important matters are 
^discussed thoroughly. 

The Commission is of opinion that the compulsory registration 
of partnerships is practicable and the Government should examine 
the problem in order that laws may be passed regulating such 
business. 

The Commission discusses the difficulties that hamper the pro¬ 
gress of the cottage industries and suggests industrial co-operation as a 
remedy. It is by means of co-operative organisations that the cottage 
industrialists and the small-scale producers will he in a position to reap 
some of the advantages that are derived by a large-scale producer. The 
'commission rccoramends an increase in the Railway rates for raw 
materials as they are conveyed to the ports for the purpose of exporta¬ 
tion because this will have the effect of restricting the exports and 
increasing the supply of raw materials for the indigenous industries. 
Again, the railway rates on imports other than machinery and stores 
for industrial uses should be raised because such a policy would raise 
the prices of foreign commodities to the advantage of the domestic 
industries, A commerce member should be added to the Railway Board 
for the better representation of the interest of cpmmerce and industry 
at the Railway conference* A suggestion is also made for the 
improvement of waterways and the constitution of a waterways trust at 
Calcutta, 

The Commission correctly realises the shyness of Indian capita¬ 
lists and suggests that the proper remedy will be the extension of bank¬ 
ing facilities in the mofussil so that the people of India may appreciate 
the utility of making investments of their humble stock of capital* 
A committee should be appointed to consider fully the problem of 
industrial banking ; but in the meantime the middLe class industria¬ 
lists should be favoured with credit on the guarantee of the 
Government* Among other methods of financial assistance it has 
been suggested that the cottage industries should be provided with 
plants on the hire-purchase system. 

The position of India may be summed up in the following 
manner i— 
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(1) India has a large stock of raw materials and in consequence 
lias a great prospect of industrial success. 

(2) There is a lack of industrialisation and for this reason India 
is subject to foreign penetration in times of peace and serious dangers 
in times of war. 

(3) The human agents of production are inefficient and the 
capitalists are too shy to take risk boldly. 

(4) The intelligensia have not yet developed a right tradition of 
industrialism. 

(5) The Government should play an active part in developing 
the industries. 


APPENDIX C 

A Brief Summary of the Report of the Economic Enquiry 

Committee. 

The Committee was appointed with Sir Visvesvaraya as chairman 
to examine the materials at present available for framing an estimate 
of the economic conditions of various classes of the people of British 
India, to report on its adequacy and to make recommendation as to 
the best manner in which it may be supplemented and as to lines on 
which general economic survey should be carried out with an estimate 
of the expenditure involved in giving effect to such recommendation. 

The Committee divides the materials that are available at present 
and may enable us to study the economic conditions into three classes, 
viz*, (a) General statistics other than production, (£>} Statistics of produc- 
tion, (c) Estimate of income. Of these data the first may be said to be 
roughly complete, the second is partially complete and the third is 
unsatisfactory. 

The Committee emphatically recommends an improvement in the' 
general statistics other than production so as to make it as complete* 
and accurate as the statistical system of other countries. The statistics 
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of production should be framed with great care and caution. Care 
should be taken to include within the statistics of agricultural produc¬ 
tion, the value of such production and the same procedure should be 
adopted in the collection of data relating to the production from forests 
fisheries and other industries. The departments of Mining and Industry 
should he directed to frame an annual statistics of the mineral and 
industrial production including values thereof. 

The economic conditions of the people cannot be properly deter¬ 
mined unless enquiry is made into their incomes and wealth. An enquiry 
into the cost of living and the indebtedness of the people is also 
necessary. The Committee, therefore, recommends that the income- 
tax returns and wages and the rates of wages prevailing at different 
centres should be published, The collection of wholesale and retail 
prices is also suggested because it may possibly give us an idea of the 
<cost of living* 

The Committee suggests the method of economic survey. Sugges¬ 
tion is also made of a double classification based on occupation and 
income* Cai'e should be taken in collecting the figures of production 
through the Departments of the Government The total value of such 
production should bo determined and recorded. The departments of 
mining and industries should be held responsible for the collection of 
statistical figures relating to the mineral and industrial products inclu¬ 
ding values thereof and the rates of wages prevailing in those centres. 
The same responsibility will be cast upon the Revenue Department for 
the collection of rural wages and prices* 

The Committee recommends the centralisation and co-ordination 
©f all statistical work and proposes the establishment of a Central 
Statistical Bureau to be presided over by a Director of Statistics. 
Under this Central Department there should he a Provincial Depart- 
inert in each province supervised by a Provincial statistician. There 
should bo created district agencies and local agencies for facilitating the 
collection and compilation of statistics. 

m 

The Commission estimates the expenditure that will be incurred 
noth by the Central Government and by the Provincial Governments 
»n giving effect to the above recommendations and directs that the 
Central Government should bear half of the Provincial expenditure for 
a period of five years. 

I 

A minute of dissent has been submitted by A. R, ilumet FFurst 
wgftijlng the following points ;—■ 
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It is useless to enquire into the wealth and income of individual 
family. 

The problem of unemployment among the middle classes and the: 
influence of diseases on the health of the population should be thfr 
subject matter of special enquiry* 

The rates of wages and hours of labour should be secured quar~ 
terly from the factories* The Department of statistics should be 
reconstituted and the Labour Office, Bombay, should be expanded* A 
suggestion is made for the publication of an Official Year Book from 
British India by the Central Bureau. 


APPENDIX D 

A Brief Summary of the Report of the Royal Commission 
on Indian Currency and Finance (1913-14), 

The Committee was apppointed to enquire into the conditions of 
Indian Currency system and to suggest schemes for reforms. 

The Committee is in favour of the continuance of the Gold- 
Exchange Standard which necessitates the establishment of stable rate 
of exchange between silver rupee and the sterling* The measures taken 
up by the Government to maintain the rate of exchange during. 
Currency Crisis of 1907-8 yielded satisfactory results* 

The Commission has no faith in the increased circulation of goltf 
In India as recommended by the Currency Commission of 1898* The- 
gold standard system can be maintained without the actual use of gold. 
The economic condition of India does not permit the use of gold coins 
nor should it be to the advantage of a poor country like India to 
encourage the use of gold in internal circulation* The best currency 
system for this poor country will be that which encourages the use of 
rupee and rupee-notes in the internal circulation* It is not at all 1 
necessary to establish a mint for the coinage of gold but the Committee 
adds that there is no objection against the establishment of such mint 
if the Indian sentiment genuinely demands it and the Government of 
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India is ready to bear the incidental expenses of such mint. If such 
mint is not established the Bombay mints should be authorised to 
receive refined gold in exchange for local currency. 

In order that the exchange value of the rupee with reference to 
sterling may be maintained an adequate reserve in gold or sterling 
should be preserved. There should be at present no limit to the Gold 
Standard Reserve, Attempt should be made to increase the gold por¬ 
tion of the Reserve, The gold portion can at once be increased to the 
extent of £10 millions by the mutual exchange of assets between the 
Gold Standard Reserve and the Paper Currency Reserve, In this way 
the gold portion should be raised to £15 millions and affcor this the 
authority should attempt to keep one-half of the total reserve in gold. 

The Commission recommends the abolition of the rupee portion 
of the gold standard reserve and the transfer of the rupees to the Paper 
Currency Reserve in exchange for gold. The entire Gold Standard 
Reserve should be kept in London, 

The Reverse Councils should be sold by the Government whop- 
ever there is demand for them, at the fixed rate Is, 3f §d. per rupee. 

Suggestions are made for making the system of note-issue more 
elastic. This can be easily done by increasing the fiduciary portion of 
the note-issue. The Committee recommends that the fiduciary portion 
should be raised from Rs, 14 crores to Rs. 20 crores and thereafter it 
should be fixed at a maximum of the amount of notes held by the 
Government in the Reserve Treasuries plus one-third of the net circula¬ 
tion and the Government should be empowered to make temporary 
investments or loans from the fiduciary portion within the maximum 
in London and in India, The Committee also recommends the 
immediate universalisation of the 500 rupee note and the increase of 
facilities for the encashment of notes, The balances of the govern¬ 
ment both in India and in London have been unusually large in 
recent years on account of exceptional prosperity of India and other 
accidental causes. 

A suggestion is made for changing the date of the commencement 
of financial year from the 1st of April to 1st November or 1st 
January because such change will make it possible for the Govern¬ 
ment to frame the budget with greater accuracy and for the India 
office to fix the amount oLborrowmg in London with closer regard to 
immediate needs. 

The Commission supports the policy of transferring revenue 
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capital* expenditure 0 t0 rSdUC0 0r avoid fresh borrowing for 

which afctrihn^i >el if ea ^* eaSUr ^ s ^ s ^ em condemned by the commission 

*yZn m0Dey market fco SUch P“us 

to tlie Presidency Tb t lOI V 8 I ? ad . e or Slanting bans on good security 

Government The an * .° U °( t . le sur P lus balances retained by the 

transferred to the T ^ uest * a Il w let ^ 0r *be surplus balance should be 

tionioTni; 1 u Qdla “ 0fhce or should be utilised in lending opera- 

Secretary of St h< J“ d ? dec!ded b >' meMS of a consultation between the 
oecretarj of State and the Government of India. 


m „ n . ^ he Committee recommends that the rupee loans of the Govern- 
me should be increased as much as possible and that the existing 
,, ? U , 10n ' n ^gard to the endorsement on rupee paper should be 
relaxed. New forms of securities should also be created. 

The Secretary of State sells council bills in order to provide 
iimself with funds in London for meeting expenses of the Government 
o India there. Sometimes the council bills were sold at low rates 
even when there was no deficit in the London balance. The Committee 
does not intend to place any restriction on the power of the Secretary 
ot State to sell council bills either as to the amount of the drafts sold 

or as to the rate at which they should be sold provided the rate is 
within the gold point. 


The Committee supports the practice of lending out the surplus 
alaoces at the India Office to the approved borrowers for a short 
period of time and does not find any reason for the criticism that has 
been advanced by the cntics regarding the placing on deposit with 
certain banks a part of the balance at a time where it was too large to 
)e placed entirely with approved borrowers. The Committee advises 
he becrctary of State fco avoid such criticism as far as possible, 

The Committee thinks that the time has arrived when the 

relation of the India office with the Bank of England should be 
reviewed, 


The Committee entertains a favourable opinion as to the service 
rendered by the permanent staff both in India and in London in 
handling the complicated financial problem and recommends the 
continuance of a Finance Committee of Council containing three 
members with financial experience representing-— 

(1) Indian Official Finance, . 6 . 

(2) Inaian Banking and Commerce. 

(3) The London money market. 
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The committee recognises the advantages of the present arrange¬ 
ment in which there is an assistant Under-Secretary of State with 
Financial experience and recommends for the future that there should 
be one Under-Secretary with financial experience as at present or there 
should be two assistant Under-Secretaries of whom one should have 
official experience* 

The Committee does not recommend the establishment of State 
Central Bank and leaves the problem to the consideration of an expert 
Committee to he appointed for the purpose. 


APPENDIX E 

A Brief Summary of the Report of the Committee 
of Indian Exchange and Currency (1920)* 

The Committee was appointed after the Great War was over with 
a view to suggesting schemes whereby the automatic working of the 
Currency system might be re-established* The Gold Exchange Standard 
broke down during the war because the Government failed to maintain 
the exchange rate* Various proposals such as that for reducing the 
fineness or weight of the rupee, for the issue of 9 or 3 rupee coin of 
lower proportional silver content than the present rupee and for the 
issue of nickel rupee were referred to the committee for consideration, 
The committee, however* could not recommend any of these schemes 
but it appreciated the necessity of restoring stability to the rupee and 
of re-establishing the automatic working of the Indian Currency system. 
The committee was in favour of the free circulation of 8 anna nickel 
coin and suggested that legal tender limit should be raised from Re. I 
to Rs, 6 or Bs. 10* 

The Paper Currency system should bo made more elastic hut at 
the same time care should b6 taken to keep adequate reserve for 
ensuring the convertibility of noted sene* 

The rise in the exchange value of Hie rupee had been to the 
advantage of the country as a whole in so far as it chocked the rise in 
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Indian prices and reduced the obligation of the Government of India 
i omG Charges, The stabilisation of the exchange rate at a 
■' l ? e \ el * JY° U ^ nofc i khe committee opined, cause any permanent 
injury to the traders and industrialists. It was not advisable to 
postpone the stabilisation of the exchange rate and the balance of 
advantage was decidedly in favour of stabilisation. The question then 
arose as to the rate at which the Indian Exchange should be stabilised, 
ijie committee proposed that Exchange rate should be stabilised at 
s. Igold), Suggestions were made of certain measures which should 
re adopted by the Government in case the value of silver rose for 
more than a brief period above the parity of 2s, (gold). The measures 
suggested were (a) reduction of sale of council bills, (b) abstention 

nom purchase of silver, (c) use of gold to meet demands for metallic 
currency. 

Ordinarily the council bills were sold for providing the Secretary 
oi State with necessary funds for the payment of Home Charges, The 
committee suggested that there could possibly be no objection against 
the sale of council hills in response to demand of trade provided the 
Secretary of State felt no inconvenience in so selling the bills in excess 
of his demand and due regard could be paid to principles governing 
the location of the reserves* 

The Government of India should be given the authority of selling 
Reverse Councils during periods of exchange weakness at a price based 
upon the cost of shipping gold from India to Rondon and no permission 
of the Secretary of State should be required for such sale. 

Committee was of opinion that the quantity of gold which 
India absorbed before the war, was not very large if we took into 
consideration the vast population of India and the social customs 
which forced them to use gold for ornamental purposes* Attempt 
should be made to encourage the use of gold for productive purposes. 

1 he Committee recommended the withdrawal of Government control 
from the import and export of this precious metal to and from India* 

The Government should provide the people with any sort of 
currency that they demand whether rupees, notes or gold; but gold 
should be principally kept in Government Reserve so that it might be 
available during the time of making foreign remittances. Though it 
was not to the advantage of a poor country like India to encourage the 
uso of gold for internal purposes yet a moderate use of gold would 
sometimes become necessary in order to meet the increased demand 
lor currency when silver rupees would not be available in sufficient 
quantities to statisfy the increased demand. 
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The Bombay Branch of the Royal Mint should be re opened for 
the coinage of sovereigns and half sovereigns and the public should be 
allowed to have their gold bullion turned into coins- The Government 
should he freed from the responsibility of giving rupees for sovereigns. 
An opportunity should, however, be given to the public having 
sovereigns in their possession to present them for redemption at the 
rate of Rs, 15 per sovereign at the time of introducing the new ratio 
that was recommended* Similar opportunity should be given to the 
holders of gold mohar which should be eventually demonetised. 

The prohibition on the import of silver and the import duty levied 
thereon should be removed but the prohibition on the export of silver 
from India should continue for a period of time in order to prevent 
the depletion of silver currency by export. Permission under license 
should, however, be granted in case the Government ceases to purchase 
the silver mines in India, 

To promote the habit of investment the increased banking facilities 
and increased opportunities for the investment of savings should be 
afforded. No recommendation, however, was made for modifying the 
present practice of regulating the purchase of silver for coinage. 

The Committee recommended the introduction of proportional 
Reserve System in order to make the system of currency more elastic. 
The minimum of metallic reserve to bo kept against the notes should 
b© 40 per cent, of the gross circulation. With regard to the fiduciary 
portion of the Reserve the Committee suggested that the securities 
issued by the Government of India should be limited to Rs. 20 crores- 
The balance should consist of securities issued by other Governments 
within the British Empire and of these securities not more than Rs, 10 
crores should have more than one year's maturity and all should be 
redeemable at a fixed rate The remaining securities should be of not 
more than one year's maturity. 

The existing permissive maximum should be retained for a limited 
period. 

The adoption of the new rate of exchange would lead to the 
depreciation of the sterling investments and gold in the Paper 
Currency Reserve but the savings resulting from the rise in exchange 
would help greatly the discharging of this liability in a limited number 
©f years. 

In order to remove seasonal stringency in the money market autho^ 
rity should bo given to the Currency Department to issue notes up to 
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Sms C 0 7exchange DS *° ^ Preside,ic> ' Bants on the security of export 

The Silver and Gold in tlia Paper Currency Reserve should be kent 

is J»n Jfth! fa0 f ity 3h0U ' d be g i Vea for the encashment of notes 
< 1 S soon as the circumstances permitted, 

uuHhe suggested . D0 11 ^ 6 to the Gold Standard Reserve 

and the profits of the rupee coinage should bo credited in their entirety 

to the Reserve, The Government should hold such gold as they obtain 
m the Paper Currency Reserve while the Gold Standard Reserve 7 should 
consist of securities with earlier dates of maturity. The amount of 

S be increased. ISSerVe & m * tUrity e ^eding three years should 

pome portion not exceeding one half of the gold in the Gold Stan¬ 
ce reSnedTntondo^ " tedfag ^ 


APPENDIX F 


A Brief Summary of the Report of the Royal Commission 
on Indian Currency and Finance (1926). 

The Commission was appointed with Edward Hill™ „„ •*. 

president t» engine „J „„„„ on th , indlfXbf^ .SZZ?; 

. me interests of India, and to make recommendation, 

r., stud J ied tho existing currency system and made 

tue fallowing recommendations \ — 

,.,J! 1a* intemd cu T 6nCy * n eir culation should consist of silver 

as currency ^ut^h' , sbou * d I)ot de allowed to circulate 

he r, J 1 ^ I th U , blllty , of the currency in terms of gold should 
ti am tamed by m aking the currency directly conrertible into 
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(ii) In order that monetary stability might be secured the control 
of currency and credit should be vested in one institution and this- 
could be possible, as the Commission recommended, if a Central Bank¬ 
ing system was introduced. 

(in) The Central Banking functions should be entrusted to the 
Reserve Bank which was proposed to be established. 

(iv) The Commission laid down rules ae to the constitution and 
functions of such a Bank* 

(v) The provisions of the charter should be so framed as to give 
effect to the recommendations of the Commission concerning such 
Bank, 

(vi) The balance that would be left after payment of limited divi¬ 
dend and the constitution of suitable reserve funds should be made 
over to the Government, 

(vii) The Bank should like other Central Banks, be given the 
sole authority of issuing notes for a period of 25 years and the legal 
tender characteristic should be withdrawn from the Government notes 
within five years from the date of the charter becoming operative ; of 
course these notes should continue as legal tender in the Government 
Treasuries, 

(viii) The notes issued by the Reserve Bank should be unlimited 
legal tender and should be guranteed by the Government. A sugges¬ 
tion was made as to the form of the note that should be issued by the 
Bank, Th is form should however be subject to the approval of the 
Government. 

fix) Upon the Reserve Bank should be thrown an obligation to 
purchase and sell gold without limit at rates determined with reference 
to a fixed gold parity of the rupee but in quantities of not less than 
400 fine ounces ; no limitation should however be imposed as to the 
purposes for which gold is required. Gold would therefore be available 
both for external and internal purposes, 

(x) In order that the Bank may not be involved in the perfor¬ 
mance of a task which does not belong to it to the destruction of 
wholesale bullion market, effort should be made to regulate the sale of 
gold in such a way that the Bank may be freed from the task of 
supplying gold for nommonetary purposes. In order to achieve that 
object the committee proposed to fix the selling prices of gold at rates 
whioh would enable the hank to replenish its stock of gold without loss 
by importation from London* 
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(xi) The Committee was against the circulation of gold coins, and 
hence recommended the removal of legal tender Quality from sovereigns 
and half-sovereigns* The Committee did not apprehend any practical 
inconvenience from this proposal because they, owing to the adoption 
of 2s. rate had already ceased to function as currency* Again, no 
undesirable consequences would follow from the demonetisation of the 
sovereign because the relation of the local Currency to gold would be 
firmly established by making it directly convertible into gold* 

(xii) The Government should offer Savings Certificate redeemable 
in 3 or 5 years in legal tender money or gold at the option of the 
holder. Such a policy would* as the committee opined, serve as an 
incentive to investment and a powerful antidote to hoarding and would 
at the same time impress upon the people the relation between gold 
and silver rupee, 

(xili) The Government should be freed from the legal responsi¬ 
bility of converting currency notes into silver coins because the 
existence of this obligation had in the past the effect of placing the 
currency system at the mercy of the price of silver. The Bank should, 
however, maintain the free exchangeability of different forms of legal 
tender currency and the Government should be under an obligation 
to supply coins to the Bank on demand* 

(xiv) The Committee recommended that one rupee notes should 
be re-introduced and they should be unlimited legal tender. In this 
way a more valuable token money would profitably be substituted by 
paper money, 

(xv) Notes of higher denominations should be legally convertible 
into legal tender money, i*e. t into notes of smaller denominations or 
silver rupees at the option of the currency authority. 

(xvi) The rupee should retain its legal tender character. 

(xvii) There should be an amalgamation of the Gold standard and 
the Paper Currency Reserves. The proportions and composition of 
the combined reserve should b© fixed by statute. Such a provision 
was, as the committee recommended, essential in order to secure the 
automatic expansion and contraction of the currency and the com¬ 
pensatory effect of the exchange in accordance with the needs of the 
country* 

(xyiii) The Committee recommended the introduction of propor¬ 
tional reserve system* Gold and gold securities should form not less 
than 40 per cent, of the Reserve subject to a possible temporary 
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ieduction with the consent of the Government on payment of a tax. 
The currency authority should however attempt to work to a reserve 
i atio of from 50 to GO per cent* The gold portion of the reserve should 
be raised in view of the obligation of the currency authority in regard 
to the provision of gold and the redemption of saving certificate on 
maturity. The gold ])ortion which stood at I2‘8 per cent, should be 
raised to 20 per cent + as soon as possible and in any case, in not more 
than 5 years and to 25 per cent, in 10 years with a minimum of 
Rs, 30 crores from the outset. One-half at least of this gold holding 
should be kept in India. 

(xix) The silver portion of the Reserve should be substantially 
reduced during the transitional period of 10 years, 

(xx) The balance of the Reserve should be held in self-liquida¬ 
ting trade bills and the securities of the Government of India. 
Attempt should be made to replace the created securities by marketable 
securities within 10 years. 

(xxi) An arbitrary figure of Rs. 50 crores was fixed as the liability 
of the Government in respect of the convertibility of the rupee cir¬ 
culation. It was also recommended that an amount equal to one- 
fifth of the face value of any increase or decrease in the number of 
silver rupees in issue should be added to or subtracted from this 
liability and the balance of profit or loss should accrue to or be borne 
by the Government revenues. 

(xxii) The Reserve Bank should have its two departments, the 
Issue Department and the Banking Department separated from each 
other. 

Cxxiii) The remittance transactions of the Government should be 
made over to the Reserve Bank. The bank should be informed as to 
the requirements of the Secretary of State and should he allowed to 
employ such method or methods as would appear to be conducive 
to the smooth working of the system. 

(xxiv) During the transition period the Government should publish 
a weekly return of remittances made* A trial should be made of the 
system of purchase by public tender in India. 

Uxv) The Committee made another important recommendation 
■Clus consisted in transferring the cash-balance of the Government 
of India and of the Secretary of State to the Reserve Bank. The 
banking reserves of the hanking institutions should also be kept with 
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tlie Reserve Bank which would occupy in India a position similar to 
that occupied in England by the .Bank 0 f England. 


(xxvi) Such transfer of reserve should take place not later than 
1st January, 1929 and the Bank’s obligation to buy and sell gold should 
come into operation not later than 1st January 1931. 


(xxvii) The exchange value of the rupee should be stabilised at 
Is. bd r 


(xxviLi) The stamp duties on bills of exchange and chetmes 
should be abolished* 

(xxzx) bteps should bo taken to develop the banking system of 

India* 


(xxx) Efforts should be made to remedy the deficiency In the 
existing body of statistical data, 

A minute of dissent by Sir Purushottamdas Thakurdas. Sir 

Purushofc tarn das signed the report subject to the following minute of 
dissent* 

The Government of India has departed from the main principles 
of the policy laid down 27 years ago, accepted by the Government and 
still binding on them* Agitation have been made from time to time 
for the introduction of gold currency in India but the introduction of 
such currency has been postponed. Sir Purushottamdas is of opinion 
that the introduction of standard is necessary to inspire confidence 
in India* 


Sii Pui u shot tarn das differs from his colleague on two main points, 
namely on those relating to the formation of the Reserve Bank of 
India and the stabilisation of the rupee at Is. 6d. He appreciates the 
utility of a Central Bank but is in favour of transforming the Imperial 
Bank of India into a Central Bank, As regards the exchange rate he 
i ©commends th© stabilisation at Is. on the grounds that the greater 
part of the general adjustment of prices at Is* 6 d t is still to come* 
that no adjustment in wages has taken place and that until the general 
adjustment is complete Is* 6rf* rate will give the foreign manufacturer 
an indirect bounty of 12i per cent. 


APPENDIX G 


A Brief Summary of the Report of the Royal Commission 

on Agriculture* 

The Royal commission on Agriculture in India was appointed 
specially to examine and report on the condition of agriculture and 
rural economy in India and to suggest ways and means of assisting 
the advance of rural community towards a fuller life. 

The Committee emphasises the utility of Agricultural Research 
and proposes that the Imperial Council of Agricultural Research should 
be constituted, the primary function of which would be to promote, 
guide and co-ordinate agricultural research throughout India, One 
of the important functions of the Council will be in regard to the 
training of research workers and part of its funds should be utilised 
m the provision of research scholarships tenable by students who 
have given evidence that they are capable of taking full advantage of 
the opportunity for intensive training in scientific research in agri¬ 
culture. 

As a link with the Central Research Council there should be 
established a Provincial Research Committee in each of the Major 
provinces which will work in dose co-operation with the Council, 

The principal concern of this Commission is to suggest the lines 
on which Agriculture in India can be improved* The agricultural lands 
m India are very remarkably deficient iu agricultural properties. In 
some oases soils have deteriorated greatly in fertility. Little progress 
has been made in introducing mammal treatment into general 
agricultural practice. The Committee gives an account of the supply 
of manures in India and points out that the inadequacy of the supply 
has been responsible for the failure of agricultural industry. The 
supply of farmyard manure and oil cokes which can be profitably utilised 
as manures is very insufficient* There are few other kinds of manures 
euoh as sulphate of amonia, bones, bonemeal and fish manures but Indio 
lias not been in a position to apply these manures profitably. 

Proper care should be taken for the selection of seeds ; for many 
years to come it seems probable that the work of selecting seed will 
nave to remain in the bauds of Agricultural Department but if seed 

36 
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merchants of proved enterprise should be forthcoming they should be 
given every encouragement, 

Agricultural engineering is an important section of the activities 
of Agricultural Department and it Is one to which, in our opinion 
sufficient attention has not in the past been devoted. 

With regard to the fragmentation of soil which is an important 
obstacle to agricultural improvement the committee lays down in 
paragraph 126 of the report the general principles which should be 
adopted in any legislation designed to promote the consideration of 
holding. 

The Commission suggests that oecular representation is the beet 
method of convincing classes who are illiterate of the advantages of 
agricultural improvement. The Committee considers that short courses 
in particular subjects for cultivators given on demonstration and seed 
farms form an excellent means of establishing closer touch between the 
agricultural departments and the cultivators* The publication of 
vernacular leaflets is of little value unless they are issued in connection 
with a definite demonstration of their subject-matter. An interesting 
experiment has recently been made in Bengal and the Punjab. A 
demonstration train was fitted up as travelling exhibition by the 
Kail way, public health, agriculture, industries, co-operative and 
Veterinary departments and carried out an extensive tour throughout 
these provinces* 

The condition for the supply of agricultural cattle plays an 
Important part in the development of agricultural industries. The two 
important factors in the cattle improvement are feeding and breeding. 
After an exhaustive survey of the possibilities the committee is of 
opinion that no larger additions to the existing grazing areas are pos¬ 
sible and efforts should therefore be concentrated on increasing the 
productivity of land already growing grass* As a supplement to or 
substitute for natural grazing the cutting and storage of dry grass is 
important, With regard to the improvement of cattle by careful breed¬ 
ing the aim should be to establish pur© and improved types of the best 
cattle now available and this should not be endangered by an attempt 
to produce a “dual purpose" animals suitable both for draught and for 
milking and ghi production. 

Forests play an important part in agricultural development and 
for that reason are described as the band-maiden of agriculture. 
Schemes should be devised for the improvement of grasses grown 
in the forest and for the encouragement of grass cutting in preference 
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to grazing. The most promising method of establishing village forests 
is to hand over to village management certain more or less wooded 
areas now under the control of the Forest Department. 

The committee reoommends for better provision of veterinary aid 
for the eradication of cattle diseases. There should be established in 
each district a Central Veterinary Hospital having accommodation for 
inpatients with a number of dispensaries serving subdivisions of the 
district. Better arrangement should bo made for the trainin'* of 
Veterinary Surgeon. 

The problem of Irrigation has been thoroughly dealt with by the 
Irrigation Commission of 1903. The irrigation policy has progressed 
on the lines laid down by the Commission. Irrigation is of chief 
importance in Sind, the Punjab, the North-West Frontier Province, 
Madras, the United Provinces and Bihar and Orissa. The Committee 
describes the prospects of irrigations in different provinces ; in Bombay 
particular attention has recently been paid to this subject. The 
Committee is of opinion that much could be done to promote the 
development of minor works if the example of Bombay Government 
were followed in other provinces. 

The agricultural prosperity/is intimately connected with im¬ 
provement of means of communication* Such an improvement has the 
effect of out ending the market. The matter is of such importance 
that the committee recommends floatation of loans for this purpose 
rather than that expenditure should be met from current revenues. 
Liberal grants-m-aid should be given from Provincial revenue for 
the construction and improvement of village roads, Boads should be 
designed to serve rather as feeders to the railways than as competitors 
for traffic, 

k &s to improve the system of agricultural 
credit by the legislative enactments such as Land Improvement Act 1S83 
and the Agriculturist's Loans Act of 1884* The Usurious Loans Act 
was amended m 1926 to enable a mortgagor to take advantage of its 
provisions when suing for redemption* But the greatest hope for the 
salvation of the rural masses from their crushing burden of debt rests 
in ie gip\s th and spread of a healthy and well-orgaui sod co-operative 
movement based upon the careful education and systematic training of 
tho villagers themselves. The movement has made considerable 
yrogiess and this is indicated by the fact that, in 1046-27 there were 
i . r * tl &h India some 67000 Agricultural Primary Societies with over 
„ ™ * quarter million members and with a total working capital of 

nearly 25 crones of rupees. The Co-operative Society should be the 
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unit through which the various departments of the Government 
concerned with rural welfare carry on their activities. 

Adequate arrangement should be made for the primary education 
of the people. If the teaching is to be efficient the training of teacher 
must be improved. The progressive adoption of the compulsory 
system is the only means by which the unwillingness of parents 
to send^ their children to schools and to keep them there till literacy 
is attained may be removed. The Committee recommends the 
establishment of Schools of the Punjab type where agriculture is an 
optional subject in the curriculum of the ordinary Vernacular Middle 
Schools* 

The Agricultural Colleges are considered as the Apes of the 
whole scheme of agricultural education. They should make their 
influence felt in all branches of rural education. 

The development of certain industries such as those for the 
production of agricultural implements and the poultry industry 
should be encouraged. The development of village industries on a 
co-operative basis is essential if they are to survive increasing 
competition* 


APPENDIX H 


Report of the Taxation Enquiry Committee. 

In accordance with resolution passed at a conference between the 
Financial representatives of the Provincial and Central Government 
this committee was formed under the presidency of Sir Charles Todhu- 
nter with the following terms of reference :— 

fa) To examine the manner in which the burden of taxation is 
at present distributed between the different classes of population* 

. j 

(b) To consider whether the present system of taxation ia equi¬ 
table and in accordance with the economic principles. 

Cc) To report on the stability of alternative sources of taxation* 
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The committee recorded oral and written evidence from nearly 
300 witnesses and received contributions and memoranda from various 
public bodies including the Government of India t Local Government 
and the Board of Revenue, After due consideration of these evidences 
and memoranda the committee submitted its report which embodied 
the following main recommendations 

(1) The standardisation of land revenue with a view to ultimate 
reduction of the proportion borne by land revenue to total revenues, 

(2) The basis of settlement should be the annual value and the 
standard rate should not exceed 25 per cent, of the annual value. 

(3) Imposition of higher duties on liquors, 

(4) Reduction of duty on sugar with a view to lower the burden 
of taxation upon the poor. 

(5) Removal of the export duty on bide, 

(6) Increase in the rate of income-tax when the income exceeds 
ten thousand rupees and reduction of the limit of Super-tax to thirty 
thousand rupees, 

(7) A definite proportion of the receipt from income-tax should 
he transferred to the provinces. 

(8) Increase in the excise duty on country-made sugar, 

(9) The Committee studied the financial position of the local 
bodies and made the following recommendations for improving their 
position :— 

(i) Conversion of the th&thameda* the capitation tax and 

the chaukidari tax into sources of local revenue* 

(ii) The standardisation of land revenue in qptjpr to enable 

the local bodies to impose local taxes, 

(iii) Empowering Municipalities to tax advertisements, 

(iv) Increasing the scope of taxes on entertainment and 

betting and allowing local bodies to have a share of 
the proceeds, 

(v) Realisation of a fee for the registration of marriages, 

(vi) Reduction of import duty on motor cars with the 
object of allowing the provincial Governments to 
impose a provincial tax to be distributed among local 
bodies. 



appendix I 

A Summary of the Report of the Banking Enquiry Committee. 

keenlvVi?? mcessi ^ ? l a comprehensive banking enquiry was 
J, and as a result of this a central committee and ten pro- 

The Cental Cn >f Were f “ pWith re£ P ecti ™ terms of reference, 
w S ° Wh ^ SlrRN ' Mitra wa8 the Chairman 

question, tl \ el an ?*. nwke recommendations on the following 
indnsfriJ fc \ j regulation of banking, (b) banking education, (e) 
Ste and 5 an ,V an f ^t faolities for the principal industries (cotton. 

coal) and W) financing of foreign trade. The privincial 
committees were concerned with agricultural credit, credit facilities for 
small industries, mortgage banks, financing of internal trade and 

deposits* ° f Stlmu atlng the babit of investment and attracting banking 

Here we are concerned with the report of the Bengal Banking 
inquiry Committee. The Committee estimated the rural indebtedness 
of Bengal at Bs. 93 erores and opined that long-term credit was neees- 
sary to give relief to the poor peasants. The Commissioners re com- 
mended that the provision for long-term credit could be made if the 
Central Banks should open up land-mortgage department. The 
Committee examined the condition of the infant industries and recom- 

mended legislation on the basis State-aid-to Industries Acts passed 
m Madras, Bihar and Orissa. ^ 

The absence of organised market for agricultural products drew 
the attention of the Commissioners and they advised the creation of 
such organised market by the establishment of licensed warehouses. 

A scheme for training examining and certifying measures and graders 
wag also recommended. ° 

The committee took note of the existing loan offices and suggested 
an amalgamation of these offices so as to form bigger institutions. 

, , , As regards the joint-stock banks the Commissioners recommen¬ 
ded the half-yearly publication of balance sheet. Among other recom- 
mendations there were recommendations in connection with the 
establishment of a Central Bank, abolition of Stamp Duty on bills of 
exchange and registration of professional money-lender 
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With regard to agricultural indebtedness of India the Commis¬ 
sioners recommended the wide extension of co-operative movement 
and tbe setting up of an organisation through which the risks of 
agriculture might be distributed* 


APPENDIX J 

A Brief Summary of the Report of the Royal Commission 

on Labour in India* 

This Commission on labour was appointed on the 4th July, 1929 
to enquire into and report on the existing conditions of labour in 
industrial undertaking and plantations in British India, on the health f 
efficiency and standard of living of the workers, and on the relations 
between the employers and the employed and to make recommenda¬ 
tions, Mr. J* BL Whitley was the Chairman of the Commission, The 
report of this Commission contains numerous recommendations which 
cannot possible be stated here. Here wo shall summarize the impor¬ 
tant recommendations only* 

Chapter II deals with the migration of factory workers* Tbe 
commissioners recommended that attempt should be made to maintain 
the connection of the factory workers with the village and to regularise 
it as far as possible. 

Chapter III deals with the employment of factory workers ; the 
Commissioners made the following recommendations 

(l) The system of employing and dismissing workers through 
jobbers should be abolished* This function should be 
vested either in a labour officer or in the absence of such 
labour officer, in the manager or in some other respon¬ 
sible officer* (2) The employers' association should be 
entertained under definite conditions. (3) Efforts should 
be made by the employers and by the municipalities for 
improving the education of the workers and their children. 

Chapter IV discusses tbe hours of labour in factories and con¬ 
tains the following recommendations 
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( 1 ) 


he weekly limit of the hours of work in ease of perennial 
factories should be reduced to 54 and the daily limit to 
, ■ Lh ® statutory interval should not ordinarily be 

less than an hour in the aggregate. (3) The spread-over 
should not exceed 13 in the case of adult persons and 
m the case of children. The rest period should include 
houre between 7 p.m. and 5-30 A.M. for children and 10 P.M 

, 0 \°r wom ^ n - The maximum daily hours for 

children should be limited to 5. (4) A week of 60 hours 

should be a limit to be exceeded only in most exceptional 
cases. 


Chapter V, The Commissioners made the following recommenda¬ 
tions regarding the conditions of labourers in factories :_ 

(1) The rules under Sec. 37 of the Factories Act which requires 
factories^ to be cleaned annually should be enforced in all 
cases. (2) The Factories should be required to make 
separate and sufficient latrine accommodation for males 
and females* (3) The provision of water and places for 
washing should be obligatory for workers in dirty pro¬ 
cesses. (4) Subordination of Inspectors of factories to 
Directors of Industries is undesirable. (5) Women 
factory inspectors are desirable in every province. 

Chapter \ I and Chapter MI deal respectively with seasonal 
factories and unregulated factories. 

In Chapter IX the Commissioners made the following recommen¬ 
dations regarding miners 


(l) In the Manganese mines steps should be taken to apprise 
the workers of the repeal of the workmen's breach of 
Contract Act* (3) The coal industry should aim at 
eliminating recruiting cost. (3) The direct working should 
substitute the raising contract* (4) A labour officer 
should lie appointed in each mine. (5) Wages should 
not be paid on rest day. (6) Weekly hours above ground 
should be limited to 54. (7) No child under the age of 

14 years should be permitted to work in or about the 
mines. (8) Workers should have the same number of 
nominees on the Mining Board as employers* (9) Com¬ 
pulsory primary education should be introduced among 
the workers. (10) There should be a resident medical 
office at Giridih* 
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Chapter X deals with the Railways, The important recam* 
mendations made by the Commissioners may be summarised thus 

(l) Appointments and dismissals of workers in the Engineering 
Department should be entered in a register. (2) Tho 
system of Selection Boards should be introduced for 
selecting shunters, drivers and fireman, (3) Sons and 
near relatives of railway servants should have a special 
claim to enter the service. (4) The system of recruit¬ 
ment in the mechanical workshops through labour bureau 
should be encouraged. (5) In case a worker declared 
medically unfit for a particular post every effort should 
bo made to find for him other work. (G) Steps should 
taken for the progressive elimination of any form 
of racial discrimination with regard to appointment 
and promotion, (7) Steps should be taken to fix standard 
rates for similar classes and grades with due reference 
to the economic condition oE the district. (8) Employers 
drawing R$* 20 or over per month should be compelled 
to join a provident fund, (9) Except in case of emer* 
gency all continuous workers should enjoy weekly rest 
of not less than 24 hours, (10) District or Divisional 
officers should have the power of terminating service, 
til) A confirmed employer when charged with an offence 
should be given a charge sheet returnable within 7 days. 
(12) A more generous policy in respect of recognition 
of trade unions is desirable, (13) A Joint Standing 
Central Board consisting of representatives of the agents, 
and workers elected by the Indian Railway Conference 
Association and All-India Railwayman's Federation should 
be charged with the consideration and settlement of 
reference from Railway Councils and certain general 
questions common to all railways. (14) A Central 
Board should consider the constitution and fuuct ion of 
the various bodies, (15) The medical department should 
have charge of health and sanitation. 

The Commissioners also made several recommend at ions concern- 
ing transport services and public works 

(1) The licences granted under Sec, 24 of the Indian Shipping 
Act should not be renewed. (2) Local Governments 
should bo empowered by law to frame safety Regulation 
for docks. (8) Tho practice of nominating a represents- 
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tive of labour on Port Trusts should be extended 
major ports. (4) The Tramway Companies 
restrict working hours to 54 a week 


to all 
should 


de&hng with the income of industrial workers the Commis¬ 
sioners made the following recommendations ;_- 


(1) Before the minimum wage-fixing machinery can be set up 
the condition of industries should be investigated and if 
such investigation shows the necessity of minimum wage- 
nxmg machinery legislation should be made for setting up 
such machinery, (2) Legislation regarding deduction 
from wages of fines is necessary and desirable, (3) A 
general policy should ha adopted of restricting the facilities 
for the sale of liquor in all cities and industrial centres. 

On the question of indebtedness the following recommendations 
were made* 


(l) The co-operative credit organisations should he developed 
among workers. (2) The salary and wages of wokmen 
receiving less than Rs, 300 per month should be exempt* 
ed from attachment, (3) Worker’s contributions to the 
provident funds maintained by employers and certified 
by the Government should be free from attachment. 
(4) Employers should adopt a system of weekly payment* 
(5} In textile industries, railway and engineering work* 
shops and iron-steel works the operatives should get their 
wages at intervals not exceeding i.6 days. 


With regard to the problem of health and welfare of the industrial 
workers the Commission recommended as follows :— 

(1) India should maintain an institute of Nutrition with a Direc- 
tor and sufficient number of qualified assistants* (2) In¬ 
dustrial health research should be entrusted to the Indian 
Research Fund Association. (3) Comprehensive Public 
Health Acts should be passed in all provinces. (4) Care 
should be taken to supply pure water to the workers, 
(5) The Railway administration and the provincial health 
department should try their utmost for tb© prevention of 
malaria, (6) Maternity benefit legislation should be 
enacted on the lines of the scheme which is in vogue in 
Bombay and Central provinces, 
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The Commission made the following recommendations in connec¬ 
tion with housing of industrial workers. 

(1) Small blocks of two or more rooms in partitioned units with 
windows and roof ventilation should be used extensively* 

(2) Bathing, washing houses and latrines of approved 
types should be built near each block. (3) The govern¬ 
ment should announce their willingness to subsidise 
employers' housing scheme approved by them* (4) Co¬ 
operative building societies should be encouraged* 

On the topic of workmen s compensation the Commission 
the following recommendations 

(1) The scope of the Workmen^ Compensation Act should be 
extended* (2) The minimum compensation for death in 
the case of adults should be Rs* 600 and for complete 
permanent disablement Rs* 840* 

In Chapter XVII, which deals with Trade Unions we find the 
following important recommendations 

(1) Recognition should mean that a union has the right to 
negotiate with the employers in respect of matters affect¬ 
ing either the common or individual interest of its 
members. (2) Union leaders should endeavour to give as 
many members as possible some share in the work of the 
union* (3) All unions should be able to have their 
account audited by public officers free of charge* 
(4) A registered trade union should have the right to 
initiate and conduct co operative credit and supply 
societies* 

Chapter XVIII contains recommendations concerning industrial 
disputes :— 

Cl) The employers should co-operate with the trade union for 
the establishment of works committees* The management 
should bo in sympathy with the development of such 
committees* (2) Some statutory machinery will bo 
necessary in order to deal with industrial disputes. 

(3) Sec* 13 of the Trade Dispute Act should be amended 
and every Provincial Government should have an officer 
whoso duty it would be to undertake the work of concilia* 
tiom 
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W ith regard to the plantation the following recommendations 
were maae by the commission :— 

11) No further legislation, is necessary to make breach of contract 
of service a criminal offence. (2) Prohibition regarding 
recruitment for Assam in particular localities should be 
withdrawn. (3) Necessary control should be exercised 
over the forwarding of recruits to the Assam plantations. 
U) The Government of India should have the right to 
frame rules regarding transit arrangements. (5) There 
should be a Protector of immigrants in Assam appointed 
by the Government to look into the interest of immi¬ 
grants. (6) The tea industry should give publicity to 
the advantage which plantations have to offer to the 
inhabitants of the provinces. (7) Future emigrants 
should have the right to repatriate at the expense 
of the employer after the first three years. (8) The 
establishment of a statutory wage-fixing machinery in the 
Assam plantation, if practicable is desirable. (9) Wages 
should be paid direct to the worker and not through 
the Sardar. (10) All plantation managers should take 
active measures in regard to anti-malarial work. 

C11) Tub swell should be constructed where necessary. 
(12) Adequate latrine accommodation should be required 
in factories on plantations. (13) Employment of children 
before the age of ten should be prohibited. (14) A Board 
of health and welfare should be established for convenient 
planting areas, 

In the chapter on statistics and administration we find the 
following important recommendations :— 

(1) Statistics should be compiled separately in respect of peren¬ 
nial and seasonal factories. (2) The Factories Act should 
be amended so as to make it possible to call for returns in 
respect of wages. (3) Planters in all provinces should be 
compelled by statute to give statistics relating to the 
labour forces employed by them. (4) The University 
should consider the possibility of making enquiries into 
labour condition as a necessary part of the study of Eco* 
nomies. (6) A Labour Commissioner should be appointed 
in every province except Assam. He should be responsible 
for the administration of all labour subjects and for the 
publication of labour statistics. 
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In tUo last chapter the following important recommendations are 
found :— 

(1) The provincial legislation regarding labour should not inter¬ 
fere with the central legislation. (2) Labour should have 
adequate representation in the central and provincial legis¬ 
latures. (3) Election by trade unions should be the best 
method for securing representatives* (4) The future 

constitution should provide for an industrial council where the 
representatives of labour and employers should meet to discuss 
labour problems. (5) The possibility of making labour 
legislation both a federal and provincial subject should receive 
consideration* 




APPENDIX K 

Tables 


(i) A table shou-ing the Density of Population in India and in 



Different Provinces . 




Census of 1931. 




Area 

Population 

Density 

India 

... 1808679 sq. miles 

35 crores 

180 

Bengal 

82955 

5*1 ,, 

580 

Bombay 

... 151673 

2'5 „ 

140 

Bibat & Orissa 

... 111702 

42 „ 

340 

Assam 

67334 

‘9 M 

130 

U. P. 

... 112119 

4*9 „ 

410 

Burma 

... 233492 

15 ,, 

60 

The Punjab 

... 105020 

2‘4 „ 

160 

C. P. & Berar 

... 151517 

1*1 T , 

120 

N. W, F. Province 

... 36356 

'5 „ 

130 

Madras 

... 142000 

4*6 pt 

328 

(2) A table showing the percentages of the 

Urban Population in 



Different Provinces . 



Bengal 

§■ + & 

... 6'5 p, c. 


Bombay 

?-- 

'23 ,, 


Madras 

i** 

125 


The Punjab 


ll'S 


U, P, 

•k a ■ 

1Q'5 


C, P. 

* <■ ■ 

■9 


Burma 

■via 



Bihar & Orissa 

■ VI 

.*■ IU l[f 

... '4 


Assam 

« ■ V 

* M 

■a „ 


{3) A table showing the Increase in Population in the Decade 1921-31 



Increase 

Percentages 



in thousands 

of Increase 


India 

24,670 

+ 1*3 

- 

Bengal 

3,411 

7'3 


Bombay 

2,582 

13'3 
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Increase 

in 

thousands, 

Madras 4421 

Bihar & Orissa 3632 

Burma 1454 

C. P. & Bcrat ... 1594 

The Punjab ... 2895 

u - p * ... 3033 


(4) A fable showing the DistribiUion of Populatim by Religious* 



India 


Percentage 

Bengal 

Percentage 




in 


in 




India 


Bengal. 

1. The Hindus 

23 9 

crores 

69'24 

2'2 crores 

43-04 

2. The Mussulmans .... 7'7 

i j 

22’16 

2*7 

" 1 I f 

54*37 

3. Buddhists 

... 1*8 

»i 

365 

■0316 ,, 

*63 

4, The Jains 

'13 

t* 

*36 

'0001 „ 

02 

5, The Christians 

... *62 

i ■ 

1‘79 

•018 „ 

*36 

6. The Sikhs 

... '43 

11 

1'24 

*0007 „ 

*02 

(5) 

A table showing Literacy accordittg to Communities. 




Number 


Number 

per 



per 


tan thousand literate 



thousand 


in English 

India 

* ** 

95 


123 


Hindus 

1 4 1 

34 


113 


N Sikhs 

M* 

91 


151 


Jains 

til 

353 


300 


Buddhists 

■ ■ ■- 

90 


119 


Pars is 

it i 

791 


5041 


Muslims 

t ** 

64 


92 


Christians 

■ •ip 

279 


919 


Jews 

4 4 4 

416 

■ 

2636 

' 

Trlbala 

4*4 

7 


4 


Other 

V ■ K 

19 


25 



Percentage 

of 

increase. 

104 
10 8 
11 
11-5 

14 

67 
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L 


2 . 


(6) A table showing the Number of Workers in Different Occupations. 

Production cf raw materials {inclu¬ 
ding exploitation of animals and 
vegetation and exploitation of 
minerals) ... 


10 5 erores 


Preparation and supply of material 
substances 



fi] Industry 


l‘S crotes 


(«) 

Textile 


■41 

i j 


(i) 

Wood 

4 ft m 

16 

st 


to 

Food 

m .. 

*14 

1 1 


M 

Dress 

-■ 

'33 

1i 


to 

Metal 

* B * 

‘07 

ti 


if) 

Building 

»- 

■OG 

if 


in) 

Ceramics 


*1 

it 


(it) (a) 

Trade " 

■■ * * 

*79 

I* 


to 

Banks 

Ii H * 

03 

ii 


W 

Textile 

■ f - 

■04 

9 1 


(d) 

Foodstuff 

ft fi ft 

'04 

Ii 

3, 

Profession and liberal arts 

mam 

'23 

t * 


(a) 

Religion 

ft ft ft 

T 

1 p 


M 

Law 

■ ■■ + 

01 

i 1 


to 

Medicine 

| 4- ft 

03 

11 


id) 

Instruction 

ft -h ft 

05 

It 


to 

Letters, Arts 

fit 

■os 

1 ! 

4. 

Transport 

* 4 4 

‘23 

] t 

5, 

Public administration 

ft* ft 

■09 

1 1 

G. 

Domestic Service 

ft ft p 

DOS 

i f 

7, 

Public Force 

■ f ft 

*03 

ti 


(7) A table containing the Variety of Crops in British India , 
Chief Crops 1932-33 : million. 

Area Yield, 


I, 

Rice 

iti 

79‘9 million acres 

29 9 million tons. 

2 . 

Wheat 

4 4 P 

25 


7*5 ,, 

3. 

Sugar-cane 

-« » ft 

3*2 

i* 

4’4 

4. 

Linseed 

III 

2’2 

i j 

*3 

5, 

Cotton 

■f * i 

13'1 

1 i 

29'5 bales of 400 lbs, each 

6* 

Jute 

ft ft ft 

1*9 

It 

7 hales of 400 lbs, each 

7. 

Tea 

f M 

*8 

tf 

399 lbs. 




